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MONDAY, MARCH 24, 1952 


House or Representatives, 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The committee met at 10:15 a. m., pursuant to call, in room 1334 
of the House Office Building, Hon. Robert Crosser (chairman of the 
committee) presiding. 

The Cuarmman. The committee will be in order. 

We are meeting this morning to consider the bills which have been 
introduced by various Members of the House relating to the general 
subject of separation of subsidy from air-mail pay. 

We have for consideration four bills which have been introduced 
by Mr. Heselton, a member of the committee. These bills are H. R. 
189, H. R. 190, H. R. 191, and H. R. 4827. 

Also for consideration are four bills introduced by Mr. Kennedy. 
These bills are H. R. 505, H. R. 506, H.R. 507, and H. R. 508, 

We also have for consideration the bill introduced by Mr. Hoffman 
of Michigan. This bill is H. R. 3320. 

We are also considering H. R. 3675, a bill introduced by Mr. Dawson 
on this same subject. 

We also have for consideration S. 436, a Senate bill which passed 
the Senate on September 19, 1951, and which I understand was origi- 
nally introduced by Senator Johnson in the Senate. 

We will insert in the record at this point copies of the bills under 
consideration. 

(The bills are as follows :) 

[H. R. 189, 82d Cong., 1st sess. ] 
A BILL To provide for the separation of subsidy from air-mail pay, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


SHORT TITLE 
Section 1. This Act may be cited as the “Air Mail Act of 1951.” 


RATES FOR TRANSPORTATION OF MATL AND SUBSIDY FOR ESSENTIAL AIRCRAFT 
OPERATION 


Sec. 2. (a) Subsections (a), (b), and (c) of section 406 of the Civil Aeronautics 
Act of 1938, as amended, are hereby amended to read as follows: 


“RATES FOR TRANSPORTATION OF MATL AND SUBSIDY FOR ESSENTIAL AIRCRAFT 
OPERATION 


“Authority To Fix Compensatory Rates 
“Sec. 406. (a) (1) The Civil Aeronautics Board is empowered and directed, 


upon its own initiative or upon petition of the Postmaster General or an air 
carrier, to determine and fix from time to time, ufter notice and hearing, the 
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rates of compensation for the transportation of mail by aircraft, the facilities 
used and useful therefor, and the services connected therewith (including the 
transportation by an air carrier by other means than aircraft whenever such 
transportation is incidental to the transportation of mail by aircraft or is made 
necessary by conditions of emergency arising from aircraft operation), by each 
holder of a certificate authorizing the transportation of mail by aircraft, and 
to make such rates effective from such date as it shall determine to be proper. 
The rates so determined and fixed shall be published by the Board and shall be 
paid by the Postmaster General from appropriations for the transportation of 
mail by aircraft. 

“(2) The rates determined and fixed under paragraph (1) of this subsection 
(A) shall be expressed and paid in cents per ton-mile or per measurement-ton- 
mile of mail actually carried; and (B) shall represent a fair and reasonable com- 
pensation for the mail transportation services actually rendered. In no event 
shall such compensation exceed the actual cost to the air carrier of rendering 
such services (computed in accordance with the standards prescribed by the 
Civil Aeronautics Board pursuant to section 407 (d) (2)), plus a fair and 
reasonable return. 

“(3) Whenever, after any rate determined and fixed under this subsection has 
been in effect for six months or more, the Postmaster General shall present to 
the Board a petition asking a modification of such rate, the Board shall give to 
the hearing and decision on such matter preference over all other questions 


pending before it and decide the same as speedily as possible. 
“Recommendations as to Rates 


“(b) (1) Any petition by an air crarrier for the fixing of rates under sub- 
section (a) of this section shall include a statement of the rates recommended 
by the petitioner as being fair and reasonable. 

“(2) The Postmaster General shall introduce as a part of the record in 

all proceedings under subsection (a) of this section (A) a statement of the rates 
recommended by him as being fair and reasonable, and (B) a comprehensive 
statement of all service to be required of the air carrier and such other informa- 
tion in his possession as he deems, or as may be deemed by the Board, to 
be material to the inquiry. 
(8) In proceedings under subsection (A) of this section the Board shall give 
special consideration to the recommendations of the Postmaster General as to 
rates; and, whenever in any such proceeding the Board determines and fixes 
rates which are different from the rates recommended by the Postmaster Gen- 
eral, the Board shall include in its decision a statement of its reasons for not 
following the recommendations of the Postmaster General. 


“Subsidy for Essential Aircraft Operation 


“(c) Any air carrier may make application to the Board for subsidy pay- 
ments under this subsection. Upon such application the Board, after notice and 
hearing, may make payments to the applicant in amounts determined by the 
Board to be necessary (when taken together with all the other actual and po- 
tential revenues of the applicant) to enable the applicant under honest, econom- 
ical, and efficient management to maintain and continue the development of air 
commerce to the extent and of the character and quality required for the com- 
nrerce of the United States, the postal service, or the national defense. Pay- 
ments under this subsection shall be made by the Board out of sums appropri- 
ated to the Board for such purpose.” 

(b) The amendment made by subsection (a) of this section shall apply only 
with respect to (1) the transportation of mail, or (2) operations in air commerce, 
occurring on or after the nineteenth day following the day of enactment of this 
Act. 

ALLOCATION OF AIR CARRIER RECEIPTS AND EXPENDITURES 


Sec. 3. Section 407 (d) of the Civil Aeronautics Act of 1938, as amended, is 
hereby amended 

(1) By inserting “(1)” and “(dd)”: and 

(2) By inserting at the end thereof the following new paragraph: 

“(2) Within ninety days after the date of the enactment of this paragraph, 
the Civil Aeronautics Board shall prescribe standards by which air carriers, in 
keeping their accounts, records, and memoranda, shall allocate receipts from, 
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and expenditures for, the air transportation services rendered by them among 
the following four categories: Transportation of passengers and their baggage, 
transportation of freight, transportation of express, and transportation of mail. 
From and after the first day of the sixth calendar month following the month 
in which this paragraph is enacted, it shall be unlawful for any air carrier, in 
keeping any account, record, or memorandum, to allocate any receipt from, or 
expenditure for, any air transportation service it renders in any manner other 
than a manner which conforms to the standards prescribed pursuant to this 
paragraph.” 
ADDITIONAL INFORMATION IN ANNUAL REPORTS 


Seo. 4. The second sentence of section 206 of the Civil Aeronautics Act of 
1988, as amended, is hereby amended by inserting after “civil aeronautics” a 
comma and the following: “including data relative to the mail payments and 
subsidy payments, both in the aggregate and on an individual basis, made under 
this Act with a separate analysis of the bases upon which each such mail pay- 
ment and each such subsidy payment was provided.” 


{H. R. 190, 82d Cong., 1st sess.] 
A BILL To provide for the separation of subsidy from air-mail pay, and for other purposes 


Be it enacted by the Senate and the House of Representatives of the United 
States of America in Congress assembled, 


SHORT TITLE 


Section 1. This Act may be cited as the “Air Mail Subsidy Separation Act 
of 1951". 


KATES FOR TRANSPORTATION OF MAIL AND SUBSIDY FOR ESSENTIAL ATRCRAFT OPERATION 


Sec. 2. (a) Subsection (a), (b), and (c) of section 406 of the Civil Aeronautics 
Act of 1938, as amended, are hereby amended to read as follows: 


“RATES FOR TRANSPORTATION OF MAIL AND SUBSIDY FOR ESSENTIAL AIRCRAFT 
OPERATION 


“Authority To Fix Compensatory Rates 


“Sec, 406. (a) (1) The Civil Aeronautics Board is empowered and directed, 
upon its own initiative or upon petition of the Postmaster General or an air 
carrier, to determine and fix from time to time, after notice and hearing, fair 
and reasonable rates of compensation for the transportation of mail by aircraft, 
the facilities used and useful therefor, and the services connected therewith 
(including the transportation of mail by an air carrier by other means than air- 
craft whenever such transportation is incidental to the transportation of mail by 
aircraft or is made necessary by conditions of emergency arising from aircraft 
operation), by each holder of a certificate authorizing the transportation of mail 
by aircraft, and to make such rates effective from such date, after the institution 
of the proceeding under this subjection, as it shall determine to be proper: to 
prescribe the method or methods, by aircraft-mile, pound-mile, weight, space, 
or any combination thereof, or otherwise, for ascertaining such rates of compen- 
sation: and to fix different rates for different air carriers or classes of air 
carriers, or different classes of service, or on the basis of any other reasonable 
Classification of carriers, services, routes and route segments, or any combination 
thereof. The rates so determined and fixed shall be published by the Board 
and shall be paid by the Postmaster General from appropriations for the trans- 
portation of mail by aircraft. 

“(2) The rates determined and fixed under paragraph (1) of this subsection 
shall not exceed the necessary cost to the air carrier, under honest, economical, 
and efficient management, of the mail transportation services actually rendered 
or such services to be rendered (computed in accordance with the standards 
prescribed by the Civil Aeronautics Board purusuant to section 407 (d) (2)), 
plus a fair and reasonable return. 

“(3) The Board is authorized to issue orders, with or without hearing, pre- 
scribing temporary rates for the transportation of mail pending determination of 
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final rates. Such temporary rates shall not be considered final for any period 
and shall be superseded by the final rates fixed for the periods during which 
the temporary rates were in effect. 


“Recommendations as to Rates 


“(b) (1) Any petition by an air carrier for the fixing of rates under subsec- 
tion (a) of this section shall include a statement of the rates recommended by 
the petitioner as being fair and reasonable. 

“(2) The Postmaster General shall introduce as a part of the record in all 
proceedings under subsection (a) of this section (A) a statement of the rates 
recommended by him as being fair and reasonable, and (B) a comprehensive 
statement of all service to be required of the air carrier and such other informa- 
tion in his possession as he deems, or may be deemed by the Board, to be material 
to the inquiry. 

“(3) The burden of proof in any proceeding under subsection (a) of this 
section which is initiated by petition shall be with the petitioner. 


“SUBSIDY FOR ESSENTIAL AIRCRAFT OPERATION 


“(c) (1) The Board is empowered, upon its own initiative, or upon the petition 
of a certificated air carrier, to make, after notice and hearing, subsidy payments 
to such air carrier in amounts determined by the Board to be essential (when 
taken together with all the other actual and potential! revenues of the air carrier) 
to enable the air carrier under honest, economical, and efficient management to 
maintain and continue the development of air couimerce to the extent and of 
the character and quality required for the national defense, the commerce of 
the United States, or the postal service. The Board is empowered to make 
subsidy payments for individual air carriers or classes of air carriers, or on 
the basis of any other reasonable classification of carriers, services, routes and 
route segments, or any combination thereof, and to prescribe the method or 
methods of such payments and duration of period for which applicable. The 
Ihoard may make such subsidy payments effective from such date, after the 
institution of the proceeding under this subsection, as it shall determine to be 
proper. Payments under this subsection shall be made by the Board ont of sums 
appropriated to the Board for such purpose. 

“(2) Every petition for the fixing of a subsidy shall state and support in 
detail the amount the petitioner believes that he is entitled to under the sub- 
sidy provisions of this section and the carrier shail have the burden of establish- 
ing the amount of subsidy payment, if any, which is required for its operations 
under the standard established by this Act. The fact that an air carrier has 
been granted a certificate of public convenience and necessity authorizing it to 
offer certain services shall not be deemed conclusive of the issue as to whether 
such services are sufficiently required in the interest of the national defense, 
the commerce of the United States, or the postal service, to justify the amount 
of subsidy that would be required to Keep such services in operation.” 

(b) The amendment made by subsection (a) of this section shall apply only 
with respect to (1) the transportation of mail, or (2) operations in air commerce, 
occurring on or after July 1, 1951 


ALLOCATION OF AIR CARRIER RECEIPTS AND EXPENDITURES 
Sec. 3. Section 407 (d) of the Civil Aeronautics Act of 1988, as amended, 
is hereby amended 
(1) By inserting “(1)” after “(d)": and 
(2) By inserting at the end thereof the following new paragraph : 

(2) On or before July 1, 1951, and from time to time thereafter, the Civil 
Aeronautics Board shall, after notice and hearing, prescribe standards by which 
air carriers, in keeping their accounts, records, and memoranda, shall allocate 
receipts from, and expenditures for, the air transportation services rendered 
by them among the following four categories: Transportation of passengers and 
their baggage, transportation of freight, transportation of express, and trans- 
portation of mail. From and after July 1, 1951, it shall be unlawful for an) 
air carrier, in keeping any account, record, or memorandum (other than any 
additional account, record, or memorandum kept pursuant to the proviso of 
paragraph (1) of this subsection), to allocate any receipt from, or expenditure 
for, any air transportation service it renders in any manner other than a 
manner which conforms to the standards prescribed pursuant to this paragraph.” 
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ADDITIONAL INFORMATION IN ANNUAL REPORTS 


Sec. 4. The second sentence of section 206 of the Civil Aeronautics Act of 
1938, as amended, is hereby amended by inserting after “civil aeronautics” a 
comma and the following: “including data relative to the mail payments and 
subsidy payments, both in the aggregate and on an individual basis, made under 
this Act with a separate analysis of the bases upon which each such mail pay- 
ment and each such subsidy payment was provided”. 


STUDIES AND REPORT 


Sec. 5. (a) The Civil Aeronautics Board is authorized to make studies in 
connection with any of the provisions of this Act. In the conduct of such studies 
the Board is authorized, without regard to section 3709 of the Revised Statutes, 
to enter into contracts or other arrangements, or modifications thereof, for the 
carrying on of such studies by such persons or organizations as may be desig- 
nated by the Chairman of the Civil Aeronautics Board and the chairmen of the 
Committees on Interstate and Foreign Commerce of the Senate and House of 
Representatives of the United States. 

(b) On or before April 1, 1951, the Civii Aeronautics Board shall, on the 
basis of a comprehensive study, render a written report to the Congress on 
what aggregate sums would be required during the fiscal year ending June 30, 
1952, and during each of the four succeeding fiscal years (1) to provide fair 
compensation for services to be rendered by air carriers in the carriage of the 
mails, in accordance with the provisions of section 406 (a) of the Civil Aero- 
nautics Act of 1938, as amended by this Act, and (2) to provide for payment 
of essential subsidy, in accordance with section 406 (c) of such Act, as amended 
by this Act. Such report shall include a study of the potential revenues from all 
forms of air traffic and of the potential economies which could be achieved in 
airline costs, as well as such other factors as may be pertinent to the develop- 
ment, with the least possible expenditures by the United States, of an efficient 
and economical air transport industry to the extent and of the character and 
quality required for the national defense, the commerce of the United States, 
and the postal service. 

(c) There are hereby authorized to be appropriated to the Civil Aeronautics 
Board such sums, not to exceed $300,000 in the aggregate, as may be necessary 
to carry out the provisions of this section. 


[H. R. 191, 82d Cong., 1st sess.]} 
A BILL To provide for the separation of subsidy from air-mail pay, and for other purposes 
7 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


SHORT TITLE 


Secrron 1. This Act maye be cited as the “Air Mail Subsidy Separation Act of 
1951.” 


RATES FOR TRANSPORTATION OF MAIL AND SUBSIDY FOR ESSENTIAL AIRCRAFT 
OPERATION 


Sec. 2. (a) Subsections (a), (b), and (ec) of section 406 of the Civil Aero- 
nautics Act of 1938, as amended, are hereby amended to read as follows: 


“RATES FOR TRANSPORTATION OF MAIT. AND SUBSIDY FOR ESSENTIAL AIRCRAFT 
OPERATION 


“Authority To Fix Compensatory Rates 


“Sec. 406. (a) (1) The Civil Aeronautics Board is empowered and directed, 
upon its own initiative or upon petition of the Postmaster General or an air 
carrier, to determine and fix from time to time, after notice and hearing, fair 
and reasonable rates of compensation for the transportation of mail by aircraft, 
the facilities used and useful therefor, and the services connected therewith 
(including the transportation of mail by an air carrier by other means than 
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aircraft whenever such transportation is incidental to the transportation of mail 
by aircraft or is made necessary by conditions of emergency arising from aircraft 
operation), by each holder of a certificate authorizing the transportation of mail 
by aircraft, and to make such rates effective from such date, after the institution 
of the proceeding under this subsection, as it shall determine to be proper; to 
prescribe the method or methods, by aircraft-mile, pound-mile, weight, space, 
or any combination thereof, or otherwise, for ascertaining such rates of compen- 
sation ; and to fix different rates for different air carriers or classes of air carriers, 
or different classes of service, or on the basis of any other reasonable classification 
of carriers, services, routes and route segments, or any combination thereof. 
The rates so determined and fixed shall be published by the Board and shall be 
paid by the Postmaster General from appropriations for the transportation of 
mail by aircraft. 

“(2) The rates determined and fixed under paragraph (1) of this subsection 
shall in no event exceed the reasonable and necessary cost to the air carrier, 
under honest, economical, and efficient management, of the mail transportation 
services rendered or to be rendered, including a fair return. 

“(3) The Board is authorized to issue orders, with or without hearing, pre- 
scribing temporary rates for the transportation of mail pending determination of 
final rates. Such temporary rates shall not be considered final for any period 
and shall be superseded by the final rates fixed for the periods during which 
the temporary rates were in effect. 


“Recommendations as to Rates 


“(b) (1) Any petition for the fixing of rates under subsection (a) of this 
section shall state and support in detail the rates recommended by the petitioner 
as being fair and reasonable. 

“(2) The Postmaster General shall introduce as a part of the record in all 
proceedings under subsection (a) of this section a comprehensive statement of 
all service te be required of the air carrier and such other information in his 
possession as he deems, or as may be deemed by the Board, to be material to the 
inquiry. 

“(3) The burden of proof in any proceeding under subsection (a) of this section 
which is initiated by petition shall be with the petitioner. 


“Subsidy for Essential Aircraft Operation 


“(e) (1) The Board is empowered, upon its own initiative, or upon the petition 
of any air carrier holding a certificate authorizing the transportation of mail by 
aircraft, to make, after notice and hearing, subsidy payments to such air carrier 
in amounts determined by the Board to be essential (when taken together with 
all the other actual and potential revenues of the air carrier) to enable the air 
carrier under honest, economical, and efficient management to maintain and 
continue the development of air commerce to the extent and of the character and 
quality required for the national defense, the commerce of the United States, 
or the postal service. The Board is empowered to make subsidy payments for 
individual air carriers or classes of air carriers, or on the basis of any other 
reasonable classification of carriers, services, routes and route segments, or any 
combination thereof, and to prescribe the method or methods of such payments 
and duration of period for which applicable. The Board may make such subsidy 
payments effective from such date, after the institution of the proceeding under 
this subsection, as it shall determine to be proper. Payments under this sub- 
section shall be made by the Board out of sums appropriated to the Board for 
such purpose. 

“(2) Every petition for the fixing of a subsidy shall state and support in detail 
the amount the petitioner believes that he is entitled to under the subsidy pro- 
visions of this section and the carrier shall have the burden of establishing the 
amount of subsidy payment, if any, which is required for its operations under 
the standard established by this Act. The fact that an air carrier has been 
granted a certificate of public convenience and necessity authorizing it to offer 
certain services shall not be deemed conclusive of the issue as to whether such 
services are sufficiently required in the interest of the national defense, the 
commerce of the United States, or the postal service, to justify the amount of 
subsidy that would be required to keep such services in operation. 

“(3) The Board is authorized, with or without hearing but upon a showing by 
the air carrier or carriers concerned of essentiality and urgency, to make tem- 
porary subsidy payments pending the determination of final subsidy payments. 
Temporary subsidy payments so made shall not be considered final, and when 
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final subsidy payments are determined, they shall cover any period with re- 
spect to which a temporary subsidy payment was made and shall supersede 
such temporary payment for such period.” 

(b) The amendment made by subsection (a) of this section shall apply only 
with respect to (1) the transportation of mail, or (2) operations in air com- 
merce, occurring after March 31, 1952. 


ADDITIONAL INFORMATION IN ANNUAL REPORTS 


Sec. 3. The second sentence of section 206 of the Civil Aeronautics Act of 
1938, as amended, is hereby amended by inserting after “civil aeronautics” a 
comma and the following: “including data relative to the mail payments and 
subsidy payments, both in the aggregate and on an individual basis, made under 
this Act with a separate analysis of the bases upon which each such mail pay- 
ment and each such subsidy payment was provided”. 


STUDIES AND REPORT 


Sec. 4. (a) The Civil Aeronautics Board is authorized to make studies in 
connection with any of the provisions of this Act. In the conduct of such studies 
the Board is authorized, without regard to section 3709 of the Revised Statutes 
to enter into contracts or other arrangements, or modifications thereof, for 
the carrying on of such studies by such persons or organizations as may be 
designated by the Chairman of the Civil Aeronautics Board and the chairmen of 
the Committees on Interstate and Foreign Commerce of the Senate and House 
of Representatives of the United States. 

(b) On or before April 1, 1952, the Civil Aeronautics Board shall, on the basis 
of a comprehensive study, render a written report to the Congress on what ag- 
gregate sums it estimates will be required during the fiscal year ending June 30, 
1953, (1) to provide fair compensation for services to be rendered by air carriers 
in the carriage of the mails, in accordance with the provisions of section 406 (a) 
of the Civil Aeronautics Act of 1938, as amended by this Act, and (2) to pro- 
vide for payment of essential subsidy, in accordance with section 406 (c) of such 
Act, as amended by this Act. Such report shall include a study of the potential 
revenues from all forms of air traffic and of the potential economies which could 
be achieved in airline costs, as well as such other factors as may be pertinent 
to the development, with the least possible expenditures by the United States, of 
an efficient and economical air transport industry to the extent and of the char- 
acter and quality required for the national defense, the commerce of the United 
States, and the postal service. 

(c) There are hereby authorized to be appropriated to the Civil Aeronautics 
Board such sums, not to exceed $300,000 in the aggregate, as may be necessary to 
carry out the provisions of this section. 





fH. R. 4827, 82d Cong., Ist Sess.] 


A BILL To provide for the separation of subsidy from air-mail pay in accordance with 
recommendations of the Commission on Organization of the Executive Branch of the 
Government 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


SHORT TITLE 


SEcTION 1. This Act may be cited as the “Air Mail Subsidy Separation Act of 
1951”. 

Sec. 2. (a 
Act of 1938 


Subsections (a), (b), and (c) of section 406 of the Civil Aeronautics 
, aS amended, are hereby amended to read as follows: 


ss 


“RATES FOR TRANSPORTATION OF MAIL AND Suspstpy FoR ESSENTIAL AIRCRAFT 
OPERATION 


“AUTHORITY TO FIX COMPENSATORY RATES 
“Sec. 406. (a) (1) The Civil Aeronautics Board is empowered and directed, 


upon is own intiative or npon petition of the Postmaster General or an air carrier, 
to determine and fix from time to time, after notice and hearing, fair and reason- 
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able rates of compensation for the transportation of mail by aircraft, the facilities 
used and useful therefor, and the services connected therewith (including the 
transportation of mail by an air carrier by other means than aircraft whenever 
such transportation is incidental to the transportation of mail by aircraft or is 
made necessary by conditions of emergency arising from aircraft operation), by 
each holder of a certificate authorizing the transportation of mail by aircraft, 
and to make such rates effective from such date, after the institution of the 
proceeding under this subsection, as it shall determine to be proper ; to prescribe 
the method or methods, by aircraft-mile, pound-mile, weight, space, or any 
combination thereof, or otherwise, for ascertaining such rates of compensation ; 
and to fix different rates for different air carriers or classes of air carriers, or 
different classes of service, or on the basis of any other reasonable classification 
of carriers, services, routes and route segments, or any combination thereof. 
The rates so determined and fixed shall be published by the Board and shall be 
paid by the Postmaster General from appropriations for the transportation of 
mail by aircraft. 

“(2) The rates determined and fixed under paragraph (1) of this subsection 
shall in no event exceed the necessary cost to the air carrier, under honest, 
economical, and efficient management, of the mail transportation services actually 
rendered or such services to be rendered (computed in accordance with the 
standards prescribed by the Civil Aeronautics Board pursuant to section 407 
(d) (2)), plusa fair and reasonable return. 

“(3) The Board is authorized to issue orders, with or without hearing, pre- 
scribing temporary rates for the transportation of mail pending determination 
of final rates. Such temporary rates shall not be considered final for any period 
and shall be superseded by the final rates fixed for the periods during which 
the temporary rates were in effect. 


“RECOMMENDATIONS AS TO RATES 


“(b) (1) Any petition by an air carrier for the fixing of rates under subsection 
(a) of this section shall include a statement of the rates recommended by the 
petitioner as being fair and reasonable. 

“(2) The Postmaster General shall introduce as a part of the record in all 
proceedings under subsection (a) of this section (A) a statement of the rates 
recommended by him as being fair and reasonable, and (B) a comprehensive 
statement of all service to be required of the air carrier and such other in- 
formation in his possession as he deems, or as may be deemed by the Board, to 
be material to the inquiry. ; 

“(3) The burden of proof in any proceeding under subsection (a) of this 
section which is initiated by petition shall be with the petitioner. 


“SUBSIDY FOR ESSENTIAL AIRCRAFT OPERATION 


“(c) (1) The Board is empowered, upon its own initiative or upon the petition 
of any air carrier, to make, after notice and hearing, subsidy payments to such 
air carrier in amounts determined by the Board to be essential (when taken 
together with all the other actual and potential revenues of the air carrier) 
to enable the air carrier under honest, economical, and efficient management to 
maintain and continue the development of air commerce to the extent and of the 
character and quality required for the national defense, the commerce of the 
United States, or the postal service. The Board is empowered to make subsidy 
payments for individual air carriers or classes of air carriers, or on the basis 
of any other reasonable classification of carriers, services, routes and route 
segments, or any combination thereof, and to prescribe the method or methods 
of such payments and duration of period for which applicable. The Board may 
make such subsidy payments effective from such date, after the institution of 
the proceeding under this subsection, as it shall determine to be proper. I ay- 
ments under this subsection shall be made by the Board out of sums appropriated 

» Bos or such purpose. i 
oa) weap ‘petition jo the fixing of a subsidy shall state and support in 
detail the amount the petitioner believes that he is entitled to under the subsidy 
provisions of this section and the carrier shall have the burden of establishing 
the amount of subsidy payment, if any, which is required for its operations under 
the standard established by this Act. The fact that an air carrier has been 
granted a certificate of public convenience and necessity authorizing it to offer 
certain services shall not be deemed conclusive of the issue as to whether such 
services are sufficiently required in the interest of the national defense, the 
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commerce of the United States, or the postal service, to justify the amount of 
subsidy that would be required to keep such services in operation. 

“(3) The Board is authorized, with or without hearing but upon a showing by 
the air carrier or carriers concerned of essentiality and urgency, to make 
temporary subsidy payments pending the determination of final subsidy pay- 
ments. Temporary subsidy payments so made shall not be considered final, and 
when final subsidy payments are determined, they shall cover any period with 
respect to which a temporary subsidy payment was made and shall supersede 
such temporary payment for such period.” 

(d) The amendment made by subsection (a) of this section shall apply only 
with respect to (1) the transportation of mail or (2) operations in air com- 
merce occurring after December 31, 1951. 


ALLOCATION OF AIR CARRIER RECEIPTS AND EXPENDITURES 


Sec. 3. Section 407 (d) of the Civil Aeronautics Act of 1938, as amended, is 
hereby amended— 

(1) By inserting “(1)” after “(d)”; and 

(2) By inserting at the end thereof the following new paragraph: 

“(2) On or before December 31, 1951, and from time to time thereafter, the 
Civil Aeronautics Board shall, after notice and hearing, prescribe standards by 
which air carriers, in keeping their accounts, records, and memoranda, shall 
allocate receipts from, and expenditures for, the air transportation services 
rendered among the following four categories: Transportation of passengers and 
their baggage, transportation of freight, transportation of express, and trans- 
portation of mail. After December 31, 1951, it shall be unlawful for any air 
carrier, in keeping any account, record, or memorandum (other than any addi- 
tional account, record, or memorandum kept pursuant to the proviso of paragraph 
(1) of this subsection), to allocate any receipt from, or expenditure for, any 
air transportation service it renders in any manner other than a manner which 
conforms to the standards prescribed pursuant to this paragraph.” 


ADDITIONAL INFORMATION IN ANNUAL REPORTS 


Sec. 4. The second sentence of section 206 of the Civil Aeronauties Act of 1938, 
as amended, is hereby amended by inserting after “civil aeronautics” a comma 
and the following: “including data relative to the mail payments and subsidy 
payments, both in the aggregate and on an individual basis, made under this Act 
with a separate analysis of the bases upon which each such mail payment and 
each such subsidy payment was provided”. 





[H. R. 505, 824 Cong., 1st sess.] 


A BILL Te provide for the separation of subsidy from air-mail pay, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


SHORT TITLE 
SeetTion 1. This Act may be cited as the “Air Mail Subsidy Separation Act of 
WAL”. 


RATES FOR TRANSPORTATION OF MAIL AND SUBSIDY FOR ESSENTIAL AIRCRAFT OPERATION 


Sec. 2. (a) Subsections (a), (b), and (c) of section 406 of the Civil Aeronautics 


Act of 1938, as amended, are hereby amended to read as follows: 
“RATES FOR TRANSPORTATION OF MAIL AND SUBSIDY FOR ESSENTIAL AIRCRAFT OPERATION 
“Authority To Fix Compensatory Rates 
“Sec. 406. (a) (1) The Civil Aeronautics Board is empowered and directed, 
upon its own initiative or upon petition of the Postmaster General or an air 


carrier, to determine and fix from time to time, after notice and hearing, the 
rates of compensation for the transportation of mail by aircraft, the facilities 
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used and useful therefor, and the services connected therewith including the 
transportation by an air carrier by other means than aircraft whenever such 
transportation is incidental to the transportation of mail by aircraft or is made 
necessary by conditions of emergency arising from aircraft operation), by each 
holder of a certificate authorizing the transportation of mail by aircraft, and to 
make such rates effective from such date as it shall determine to be proper. The 
rates so determined and fixed shall be published by the Board and shall be paid 
by the Postmaster General from appropriations for the transportation of mail 
by aircraft. 

“(2) The rates determined and fixed under paragraph (1) of this subsection 
(A) shall be expressed and paid in cents per ton-mile or per measurement-ton- 
mile of mail actually carried; and (B) shall represent a fair and reasonable 
compensation for the mail transportation services actually rendered. In no 
event shall such compensation exceed the actual cost to the air carrier of render- 
ing such services (computed in accordance with the standards prescribed by 
the Civil Aeronautics Board pursuant to section 407 (d) (2)), plus a fair and 
reasonable return. 

“(3) Whenever, after any rate determined and fixed under this subsection 
has been in effect for six months or more, the Postmaster General shall present 
to the Board a petition asking a modification of such rate, the Board shall give 
to the hearing and decision on such matter preference over all other questions 
pending before it and decide the same as speedily as possible. 


“Recommendations as to Rates 


“(b) (1) Any petition by an air carrier for the fixing of rates under subsection 
(a) of this section shall include a statement of the rates under subsection (a) of 
this section shall include a statement of the rates recommended by the petitioner 
as being fair and reasonable, 

“(2) The Postmaster General shall introduce as a part of the record in all 
proceedings under subsection (a) of this section (A) a statement of the rates 
recommended by him as being fair and reasonable, and (T}) a comprehensive 
statement of all service to be required of the air carrier and such other informa- 
tion in his possession as he deems, or as may be deemed by the Board, to be ma- 
terial to the inquiry. 

“(3) In proceedings under subsection (A) of this section the Board shall give 
special consideration to the recommendations of the Postmaster General as to 
rates: and, whenever in any such proceeding the Board determines and fixes 
rates which are different from the rates recommended by the Postmaster General, 
the Board shall include in its decision a statement of its reasons for not following 
the recommendations of the Postmaster General. 


“Subsidy for Essential Aircraft Operation 


“(ce) Any air carrier may make application to the Board for subsidy payments 
under this subsection. Upon such application the Board, after notice and hear- 
ing, may make payments to the applicant in amounts determined by the Board 
to be necessary (when taken together with all the other actual and potential 
revenues of the applicant) to enable the applicant under honest, economical, and 
efficient management fo maintain and continue the development of air commerce 
to the extent and of the character and quality required for the commerce of the 
United States, the postal service, or the national defense. Payments under this 
subsection shall be made by the Board out of sums appropriated to the Board 
for such purpose.” 

(b) The amendment made by subsection (a) of this section shall apply only 
with respect to (1) the transportation of mail, or (2) operations in air commerce, 
occurring on or after the ninetieth day following the day of enactment of this 
Act. 

ALLOCATION OF ATR CARRIER RECEIPTS AND EXPENDITURES 


Sec. 8. Section 407 (d) of the Civil Aeronautics Act of 1938, as amended, is 
hereby amended 

(1) By inserting “(1)” after “(d)": and 

(2) By inserting at the end thereof the following new paragraph: 

“(2) Within ninety days after the date of the enactment of this paragraph, 
the Civil Aeronautics Board shall prescribe standards by which air carriers, in 
keeping their accounts, records, and memoranda, shall allocate receipts from, 
and expenditures for, the air transportation services rendered by them among the 
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following four categories: Transportation of passengers and their baggage, 
transportation of freight, transportation of express, and transportation of mail. 
From and after the first day of the sixth calendar month following the month 
in which this paragraph is enacted, it shall be unlawful for any air carrier, in 
keeping any account, records, or memorandum, to allocate any receipt from, or 
expenditure for, any air transportation service it renders in any manner other 
than a manner which conforms to the standards prescribed pursuant to this 
paragraph.” 
ADDITIONAL INFORMATION IN ANNUAL REPORTS 


Sec. 4. The second sentence of section 206 of the Civil Aeronautics Act of 1938, 
as amended, is hereby amended by inserting after “civil aeronautics” a comma 
and the following: “including data relative to the mail payments and subsidy 
payments, both in the aggregate and on an individual basis, made under this 
Act with a separate analysis of the bases upon which each such mail payment 
and each such subsidy payment was provided”. 





[H. R. 506, 82d Cong., Ist sess. ] 
A BILL To provide for the separation of subsidy from air-mail pay, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


SHORT TITLE 


Secrion 1, This Act may be cited as the “Air Mail Subsidy Separation Act of 
1951”. 


RATES FOR TRANSPORTATION OF MAIL AND SUBSIDY FOR ESSENTIAL AIRCRAFT 
OPERATION 


Sec. 2. (a) Subsections (a}, (b), and (¢) of section 406 of the Civil Aero- 
nautics Act of 1938, as amended, are hereby amended to read as follows: 


“RATES FOR TRANSPORTATION OF MAIL AND SUBSIDY FOR ESSENTIAL AIRCRAF' 
OPERATION 
“Authority To Fix Compensatory Rates 

“Sec. 406. (a) (1) The Civil Aeronautics Board is empowered and directed, 
upon its own initiative or upon petition of the Postmaster General or an air 
carrier, to determine and fix from time to time, after notice and hearing, fair 
and reasonable rates of compensation for the transportation of mail by aircraft, 
the facilities used and useful therefor, and the services connected therewith (in- 
cluding the transportation of mail by an air carrier by other means than aircraft 
whenever such transportation is incidental to the transportation of mail by 
aircraft or is made necessary by conditions of emergency arising from aircraft 
operation), by each holder of a certificate authorizing the transportation of 
mail by aircraft, and to make such rates effective from such date, after the 
institution of the proceeding under this subsection, as it shall determine to be 
proper ; to prescribe the method or methods, by aircraft-mile, pouad-mile, weight, 
space, or any combination thereof, or otherwise, for ascertaining such rates of 
compensation; and to fix differant rates for different air carriers or classse of 
air carriers, or different classes of service, or on the basis of any other reason- 
able classification of carriers, services, routes and route segments, or any combi- 
nation thereof. The rates so determined and fixed shall be published by the 
Board and shall be paid by the Postmaster General from appropriations for the 
transportation of mail by aircraft. 

“(2) The rates determined and fixed under paragraph (1) of this subsection 
shall not exceed the necessary cost to the air carrier, under honest, economical, 
and efficient management, of the mail transportation services actually rendered 
or such services to be rendered (computed in accordance with the standards 
prescribed by the Civil Aeronautics Board pursuant to section 407 (d) (2)), plus 
a fair and reasonable return. 
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“(3) The Board is authorized to issue orders, with or without hearing, pre- 
scribing temporary rates for the transportation of mail pending determination 
of final rates. Such temporary rates shall not be considered {inal for any period 
and shall be superseded by the final rates fixed for the periods during which the 
temporary rates were in effect. 


“Recommendations as to Rates 


“(b) (1) Any petition by an air carrier for the fixing of rates under subsection 
(a) of this section shall include a statement of the rates recommended by the 
petitioner as being fair and reasonable. 

“(2) The Postmaster General shall introduce as a part of the record in all 
proceedings under subsection (a) of this section (A) a statement of the rates 
recommended by him as being fair and reasonable, and (B) a comprehensive 
statement of all service to be required of the air carrier and such other informa- 
tion in his possession as he deems, or as may be deemed by the Board, to be 
material to the inquiry. . 

“(3) The burden of proof in any proceeding under subsection (a) of this 
section which is initiated by petition shall be with the petitioner. 


“Subsidy for Essential Aircraft Operation 


“(c) (1) The Board is empowered, upori its own initiative, or upon the petition 
of a certificated air carrier, to make, after notice and hearing, subsidy pay- 
ments to such air carrier in amounts determined by the Board to be essential 

when taken together with all the other actual and potential revenues of the air 
carrier) to enable the air carrier under honest, economical, and efficient manage- 
ment to maintain and continue the development of air commerce to the extent 
and of the character and quality required for the national defense, the commerce 
of the United States, or the postal service. The Board is empowered to make 
subsidy payments for individual air carriers or classes of air carriers, or on 
the basis of any other reasonable classification of carriers, services, routes and 
route segments, or any combination thereof, and to prescribe the method or 
methods of such payments and duration of period for which applicable. The 
Board may make such subsidy payments effective from such date, after the insti- 
tution of the proceeding under this subsection, as it shall determine to be proper. 
’ayments under this subsection shall be made by the Board out of sums appro- 
priated to the Board for such purpose. - 

“(2) Every petition for the fixing of a subsidy shall state and support in detail 
the amount the petitioner believes that he is entitled to under the subsidy pro- 
visions of this section and the carrier shall have the burden of establishing the 
amount of subsidy payment, if any, which is required for its operations under 
the standard established by this Act. The fact that an air carrier has been 
granted a certificate of public convenience and necessity authorizing it to offer 
certain services shall not be deemed conclusive of the issue as to whether such 
services are sufficiently required in the interest of the national defense, the 
commerce of the United States, or the postal service, to justify the amount of 
subsidy that would be required to keep such services in operation. 

“(3) The Board is authorized, with or without hearing but upon a showing by 
the air carrier or carriers concerned of essentiality and urgency, to make, with 
respect to the period beginning July 1, 1951, and ending March 31, 1952, or with 
respect to any part thereof, temporary subsidy payments pending the determina- 
tion of final subsidy payments. Temporary subsidy payments so made shall not 
be considered final, and when final subsidy payments are determined, they shall 
cover any period with respect to which a temporary subsidy payment was made 
and shall supersede such temporary payment for such period.” 

(b) The amendment made by subsection (a) of this section shall apply only 
with respect to (1) the transportation of mail, or (2) operations in air com- 
merce, occurring on or after October 1, 1951. 


ALLOCATION OF AIR CARRIERS RECEIPTS AND EXPENDITURES 


Sec. 3. Section 407 (d) of the Civil Aeronautics Act of 1938, as amended, is 
hereby amended— 

(1) By inserting “(1) after “(d)”: and 

(2) By inserting at the end thereof the following new paragraph: 

“(2) On or before October 1, 1951, and from time to time thereafter, the Civil 
Aeronautics Board shall, after notice and hearing, prescribe standards by which 
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air carriers, in keeping their accounts, records, and memoranda, shall allocate 
receipts from, and expenditures for, the air transportation services rendered by 
them among the following four categories : Transportation of passengers and their 
baggage, transportation of freight, transportation of express, and transportation 
of mail. From and after October 1, 1951, it shall be unlawful for any air carrier, 
in keeping any account, record, or memorandum (other than any additional 
account, record, or memorandum kept pursuant to the proviso of paragraph (1) 
of this subsection), to allocate any receipt from, or expenditure for, any air 
transportation service it renders in any manner other than a manner which 
conforms to the standards prescribed pursuant to this paragraph.” 


ADDITIONAL INFORMATION IN ANNUAL REPORTS 


Sec. 4. The second sentence of section 206 of the Civil Aeronautics Act of 1938, 
as amended, is hereby amended by inserting after “civil aeronautics” a comma 
and the following: “including data relative to the mail payments and subsidy 
payments, both in the aggregate and on an individual basis, made under this Act 
with a separate analysis of the bases upon which each such mail payment and 
each such sudsidy payment was provided.” 


STUDIES AND REPORI 


Sec. 5. (a) The Civil Aeronautics Board is authorized to make studies in con- 
nection with any of the provisions of this Act. In the conduct of such studies the 
Board is authorized, without regard to section 3709 of the Revised Statutes to 
enter into contracts or other arrangements, or modifications thereof, for the 
earrying on of such studies by such persons or organizations as may be 
designated by the Chairman of the Civil Aeronautics Board and the chairmen 
of the Committees on Interstate and Foreign Commerce of the Senate and House 
of Representatives of the United States. . 

(b) On or before July 1, 1951, the Civil Aeronautics Board shall, on the basis 
of a comprehensive study, render a written report to the Congress on what aggre- 
gate sums would be required during the fiscal year ending June 30, 1952, and dur- 
ing each of the four succeeding fiscal years (1) to provide fair compensation 
for services to be rendered by air carriers in the carriage of the mails, in accord- 
ance with the provisions of section 406 (a) of the Civil Aeronautics Act of 1938, as 
amended by this Act, and (2) to provide for payment of essential subsidy, in 
accordance with section 406 (c) of such Act, as amended by this Act. Such report 
Shall include a study of the potential revenues from all forms of air traffic and 
of the potential economies which could be achieved in airline costs, as well as 
such other factors as may be pertinent to the development, with the least possible 
expenditures by the United States, of an efficient and economical air transport 
industry to the extent and of the character and quality required for the national 
defense, the commerce of the United States, and the postal service. 

(c) There are hereby authorized to appropriated to the Civil Aeronutics Board 
such sums, net to exceed $300,000 in the aggregate, as may be necessary to carry 
out the provisions of this section. 





[H. R. 507, 82d Cong., 1st sess. ] 
A BILL To provide for the separation of subsidy from air-mail pay, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


SHORT TITLE 


SecTion 1. This Act may be cited as the “Air Mail Subsidy Separation Act 
of 1951.” 


RATES FOR TRANSPORTATION OF MAIL AND SUBSIDY FOR PSSENTIAL AIRCRAFT 
OPERATION 


Sec. 2. (a) Subsections (a), (b), and (e) of section 406 of the Civil Aeronau- 
ties Act of 1938, as amended, are hereby amended to read as follows: 








14 AIR-MAIL SUBSIDIES 


“RATES FOR TRANSPORTATION OF MAIL AND SUBSIDY FOR ESSENTIAL AIRCRAFT 
OPERATION 


“Authority To Fix Compensatory Rates 


“Sec. 406. (a) (1) The Civil Aeronautics Board is empowered and directed, 
upon its own initiative or upon petition of the Postmaster General or an air 
carrier, to determine and fix from time to time, after notice and hearing, fair 
and reasonable rates of compensation for the transportation of mail by aircraft, 
the facilities used and useful therefor, and the services connected therewith 
(including the transportation of mail by an air carrier by other means than 
aircraft whenever such transportation is incidental to the transportation of mail 
by aircraft or is made necessary by conditions of emergency arising from aireraft 
operation), by each holder of a certificate authorizing the transportation of 
mail by aircraft, and to make such rates effective from such date, after the 
institution of the proceeding under this subsection, as it shall determine to be 
proper ; to prescribe the method or methods, by aircraft-mile, pound-mile, weight, 
space, or any combination thereof, or otherwise, for ascertaining such rates of 
compensation; and to fix different rates for different air carriers or classes of 
air carriers, or different classes of service, or on the basis of any other reasonable 
classification of carriers, services, routes and route segments, or any combination 
thereof. The rates so determined and fixed shall be published by the Board and 
shall be paid by the Postmaster General from appropriations for the trans 
portation of mail by aircraft. 

“(2) The rates determined and fixed under paragraph (1) of this subsection 
shall in no event exceed the reasonable and necessary cost to the air carrier, 
under honest, economical, and efficient management, of the mail transportation 
services rendered or to be rendered, including a fair return. 

“(3) The Board is authorized to issue orders, with or without hearing, pre- 
scribing temporary rates for the transportation of mail pending determination 
of final rates, Such temporary rates shall not be considered final for any period 
and shall be superseded by the final rates fixed for the periods during which the 
temporary rates were in effect. 


“Recommendations as to Rates 


“(b) (1) Any petition for the fixing of rates under subsection (a) of this 
section shall state and support in detail the rates recommended by the petitioner 
as being fair and reasonable. 

(2) The Postmaster General shall introduce as a part of the record in all 
proceedings under subsection (a) of this section a comprehensive statement of 
all service to be required of the air carrier and such other information in his 
possession as he deems, or as may be deemed by the Board, to be material to the 
inquiry. 

“(3) The burden of proof in any proceeding under subsection (a) of this 
section which is initiated by petition shall be with the petitioner. 


“Subsidy for Essential Aircraft Operation 


“(e) (1) The Board is empowered, upon its own initiative, or upon the petition 
of any air carrier holding a certificate authorizing the transportation of mail by 
aircraft, to make, after notice and hearing, subsidy payments to such air carrier 
in amounts determined by the Board to be essential (when taken together with 
all the other actual and potential revenues of the air carrier) to enable the aic 
carrier under honest, economical, and efficient management to maintain and 
continue the development of air commerce to the extent and of the character and 
quality required for the national defense, the commerce of the United States, 
or the postal service. The Board is empowered to make subsidy payments for 
individual air carriers or classes of air carriers, or on the basis of any other 
reasonable classification of carriers, services, routes and route segments or any 
combination thereof, and to prescribe the method or methods of such payments 
and duration of period for which applicable. The Board may make such subsidy 
payments effective from such date, after the institution of the proceeding under 
this subsection, as it shall determine to be proper. Payments under this sub- 
section shall be made by the Board out of sums appropriated to the Board for 
such purpose. 

“(2) Every petition for the fixing of a subsidy shall state and support in 
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provisions of this section and the carrier shall have the burden of establishing 
the amount of subsidy payment, if any, which is required for its operations under 
the standard established by this Act. The fact that an air carrier has been 
granted a certificate of public convenience and necessity authorizing it to 
offer certain services shall not be deemed conclusive of the issue as to whether 
such services are sufficiently required in the interest of the national defense, 
the commerce of the United States, or the postal service, to justify the amount 
of subsidy that would be required to keep such services in operation. 

“(3) The Board is authorized, with or without hearing but upon a showing 
by the air carrier or carriers. concerned of essentiality and urgency, to make 
temporary subsidy payments pending the determination of final subsidy pay- 
ments. Temporary subsidy payments so made shall not be considered final, and 
when final subsidy payments are determined, they shall cover any period with 
respect to which a temporary subsidy payment was made and shall supersede 
such temporary payment for such period.” 

(b) The amendment made by subsection (a) of this section shall apply only 
with respect to (1) the transportation of mail, or (2) operations in air commerce, 
occurring after March 31, 1952. 


ADDITIONAL INFORMATION IN ANNUAL REPORTS 


Sec. 3. The second sentence of section 206 of the Civil Aeronautics Act of 1938, 
as amended, is hereby amended by inserting after “civil aeronautics” a comma 
and the following: “including data relative to the mail payments and subsidy 
payments, both in the aggregate and on an individual basis, made under .this 
Act with a separate analysis of the bases upon which each such mail payment 
and each such subsidy payment was provided”. 


STUDIES AND REPORT 


Sec. 4. (a) The Civil Aeronautics Board is authorized to make studies in 
connection with any of the provisions of this Act. In the conduct of such studies 
the Board is authorized, without regard to section 3709 of the Revised Statutes 
to enter into contracts or other arrangements, or modifications thereof, for the 
carrying on of such studies by such persons or organizations as may be desig- 
nated by the Chairman of the Civil Aeronautics Board and the chairmen of the 
Committees on Interstate and Foreign Commerce of the Senate and House of 
Representatives of the United States. 

(b) On or before April 1, 1952, the Civil Aeronauties Board shall, on the basis 
of a comprehensive study, render a written report to the Congress on what aggre- 
gate sums it estimates will be required during the fiscal year ending June 30, 
1953, (1) to provide fair compensation for services to be rendered by air car- 
riers in the carriage of the mails in accordance with the provisions of section 
406 (a) of the Civil Aeronautics Act of 1938, as amended by this Act and (2) 
to provide for payment of essential subsidy, in accordance with section 406 (¢c) 
of such Act, as amended by this Act. Such report shall include a study of the 
potential revenues from all forms of air traffic and of the potential economies 
which could be achieved in airline costs, as well as such other factors as may 
be pertinent to the development, with the least possible expenditures by the 
United States, of an efficient and economical air transport industry to the extent 
and of the character and quality required for the national defense, the com- 
merce of the United States, and the postal service. 

(c) There are hereby authorized to be appropriated to the Civil Aeronautics 
Board such sums, not to exceed $300,000 in the aggregate, as may be necessary 
to carry out the provisions of this section. 


{H. R. 508, 82d Cong., 1st sess.] 
A BILL To provide for the separation of subsidy from. air-mail pay, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


SHORT TITLE 


Section 1. This Act may be cited as the “Air Mail Subsidy Separation Act 
of 1951”. 
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RATES FOR TRANSPORTATION OF MAIL AND SUBSIDY FOR ESSENTIAL AIRCRAFT OPERATION 


Sec. 2. (a) Subsections (a), (b), and (c) of section 406 of the Civil 
Aeronautics Act of 1938, as amended, are hereby amended to read as follows: 


“RATES FOR TRANSPORTATION OF MAIL AND SUBSIDY FOR ESSENTIAL 
AIRCRAFT OPERATION 


“Authority To Fix Compensatory Rates 


“Sec. 406. (a) (1) The Civil Aeronautics Board is empowered and directed, 
upon its own initiative or upon petition of the Postmaster General or an air 
carrier, to determine and fix from time to time, after notice and hearing, 
fair and reasonable rates of compensation for the transportation of mail by 
aircraft, the facilities used and useful therefor, and the services connected 
therewith (including the transportation of mail by an air carrier by other 
means than aircraft whenever such transportation is incidental to the 
transportation of mail by aircraft or is made necessary by conditions of 
emergency arising from aircraft operation), by each holder of a certificate 
authorizing the transportation of mail by aircraft, and to make such rates 
effective from such date, after the institution of the proceeding under this 
subsection, as it shall determine to be proper; to prescribe the method or 
methods, by aircraft-mile, pound-mile, weight, space, or any combination 
thereof, or otherwise, for ascertaining such rates of compensation; and to 
fix different rates for different air carriers or classes of air carriers, or different 
classes of service, or on the basis of any other reasonable classification of carriers, 
services, routes and route segments, or any combination thereof. The rates 
so determined and fixed shall be published by the Board and shall be paid by 
the Postmaster General from appropriations for the transportation of mail by 
aircraft. 

“(2) The rates determined and fixed under paragraph (1) of this subsection 
shall in no event exceed the reasonable and necessary cost to the air carrier, 
under honest, economical, and efficient management, of the mail transportation 
services rendered or to be rendered, including a fair return. 

“(3) The Board is authorized to issue orders, with or without hearing, 
prescribing temporary rates for the transportation of mail pending determination 
of final rates. Such temporary rates shall not be considered final for any period 
and shall be superseded by the final rates fixed for the periods during which 
the temporary rates were in effect. 


“Recommendations as to Rates 


“(b) (1) Any petition for the fixing of rates under subsection (a) of this 
section shall state and support in detail the rates recommended by the petitioner 
as being fair and reasonable. 

“(2) The Postmaster General shall introduce as a part of the record in all 
proceedings under subsection (a) of this section a comprehensive statement 
of all service to be required of the air carrier and such other information in 
his possession as he deems, or as may be deemed by the Board, to be material 
to the inquiry. 

“(3) The burden of proof in any proceeding under subsection (a) of this 
section which is initiated by petition shall be with the petitioner. 


“Subsidy for Essential Aircraft Operation 


“(e) (1) The Board is empowered, upon its own initiative, or upon the 
petition of the air carrier, to make, after notice and hearing, subsidy payments 
to a certificated air carrier in amounts determined hy the Board to be essential 
(when taken together with all the other actual and potential revenues of the 
air carrier) to enable the air carrier under honest, economical, and efficient 
management to maintain and continue the development of air transportation 
to the extent and of the character and quality required for the national defense, 
the commerce of the United States, or the postal service. The Board is 
empowered to make subsidy payments for individual air earriers or classes 
of air carriers, or on the basis of any other reasonable classification of carriers, 
services, routes and route segments, or any combination thereof, and to prescribe 
the method or methods of such payments and duration of period for which 
applicable. The Board may make such subsidy payments effective from such 
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date, after the institution of the proceeding under this subsection, as it shall 
determine to be proper. Payments under this subsection shall be made by the 
Board out of sums appropriated to the Board for such purpose. 

“(2) Every petition for the fixing of a subsidy shall state and support in 
detail the amount the petitioner believes that he is entitled to under the sub- 
sidy provisions of this section and the carrier shall have the burden of estab- 
lishing the amount of subsidy payment, if any, which is required for its opera- 
tions under the standard established by this Act. The fact that an air carrier 
has been granted a certificate of public convenience and necessity authorizing it 
to offer certain services shall not be deemed conclusive of the issue as to whether 
such services are sufficiently required in the interest of the national defense, the 
commerce of the United States, or the postal service, to justify the amount of 
subsidy that would be required to keep such services in operation. 

“(3) The Board is authorized, with or without hearing but upon a showing 
by the air carrier or carriers concerned of essentiality and urgency, to make 
temporary subsidy payments pending the determination of final subsidy pay- 
ments. Temporary subsidy payments so made shall not be considered final, and 
when final subsidy payments are determined, they shall cover any period with 
respect to which a temporary subsidy payment was made and shall supersede 
such temporary payment for such period.” 

(b) The amendment made by subsection (a) of this section shall apply only 
with respect to (1) the transportation of mail, or (2) operations in air trans- 
portation occurring after March 31, 1952. 


ALLOCATIONS OF AIR CARRIER RECEIPTS AND EXPENDITURES 


Sec. 3. Section 407 (d) of the Civil Aeronautics Act of 1938, as amended, is 
hereby amended— 

(1) By inserting “(1)” after “(d)”; and 

(2) By inserting at the end thereof the following new paragraph: 

“(2) On or before March 31, 1952, and from time to time thereafter, the Civil 
Aeronautics Board shall, after notice and hearing, prescribe standards by which 
air carriers, in keeping their accounts, records, and memoranda, shall allocate 
receipts from, and expenditures for, the air transportation services rendered 
by them. From and after April 1, 1952, it shall be unlawful for any air carrier, 
in keeping any account, record, or memorandum (other than any additional 
account, record, or memorandum kept pursuant to the proviso of paragraph (1) 
of this subsection), to allocate any receipt from, or expenditure for, any air 
transportation service it renders in any manner other than a manner which 
conforms to the standards prescribed pursuant to this paragraph.” 


ADDITIONAL INFORMATION IN ANNUAL REPORTS 


Spc. 4. The second sentence of section 206 of the Civil Aeronautics Act of 
1938, as amended, is hereby amended by inserting after “civil aeronautics” a 
comma and the following: “including data relative to the mail payments and 
subsidy payments, both in the aggregate and on an individual basis, made under 
this Act with a separate analysis of the bases upon which each such mail pay- 
ment and each such subsidy payment was provided.” 


STUDIES AND REPORT 


Sec. 5. (a) The Civil Aeronautics Board is authorized to make studies in con- 
nection with any of the provisions of this Act. In the conduct of such studies 
the Board is authorized, without regard to section 3709 of the Revised Statutes 
to enter into contracts or other arrangements, or modifications thereof, for the 
earrying on of such studies by such persons or organizations as may be desig- 
nated by the Chairman of the Civil Aeronautics Board and the chairmen of the 
Committes on Interstate and Foreign Commerce of the Senate and House of 
Representatives of the United States. 

(b) On or before April 1, 1952, the Civil Aeronautics Board, shall, on the 
basis of a comprehensive study, render a written report to the Congress on what 
aggregate sums it estimates will be required during the fiscal year ending 
June 30, 1953, (1) to provide fair compensation for services to be rendered by 
air carriers in the carriage of the mails, in accordance with the provisions of 
section 406 (a) of the Civil Aeronautics Act of 1938, as amended by this Act, 
and (2) to provide for payment of essential subsidy, in accordance with section 
406 (c) of such Act, as amended by this Act. Such report shall include a study 
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of the potential revenues from all forms of air traffic and of the potential econ- 
omies which could be achieved in airline costs, as well as such other factors 
as may be pertinent to the development, with the least possible expenditures by 
the United States, of an efficient and economical air transport industry to the 
extent and of the character and quality required for the national defense, the 
commerce of the United States, and the postal service. 

(c) There are hereby authorized to be appropriated to the Civil Aeronautics 
Board such sums, not to exceed $300,000 in the aggregate, as may be necessary 
to carry out the provisions of this section. 





{H. R. 3320, 82d Cong., Ist sess.] 
A BILL To provide for the separation of subsidy from air-mail pay in accordance with 


recommendations of the Commission on Organization of the Executive Branch of the 
Government 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Air Mail 
Subsidy Separation Act of 1951.” 


RATES FOR TRANSPORTATION OF MAIL AND SUBSIDY FOR ESSENTIAL AIRCRAFT OPERATION 


Sec. 2. (a) Subsections (a), (b) and (c¢) of section 406 of the Civil Aero 
nauties Act of 1938, as amended, are hereby amended to read as follows: 


“RATES FOR TRANSPORTATION OF MATL AND SUBSIDY FOR ESSENTIAL AIRCRAFT 
OPERATION 


“Authority to Fix Compensatory Rates 


“Sec. 406. (a) (1) The Civil Aeronautics Board is empowered and directed, 
upon its own initiative or upon petition of the Postmaster General or an air 
earrier, to determine and fix from time to time, after notice and hearing, fair 
and reasonable rates of compensation for the transportation of mail by aircraft, 
the facilities used and useful therefor, and the services connected therewith 
(including the transportation of mail by an air carrier by other means than 
aircraft whenever such transportation is incidental to the transportation of 
mail by aircraft or is made necessary by conditions of emergency arising from 
aircraft operation), by each holder of a certificate authorizing the transportation 
of mail by aircraft, and to make such rates effective from such date, after the 
institution of the proceeding under this subsection, as it shall determine to be 
proper; to prescribe the method or methods, by aircraft-mile, pound-mile, weight, 
space, or any combination thereof, or otherwise, for ascertaining such rates of 
compensation; and to fix different rates for different air carriers or classes of 
air carriers, or different classes of service, or on the basis of any other reasonable 
classification of carriers, services, routes and route segments, or any combina- 
tion thereof. The rates so determined and fixed shall be published by the Board 
and shall be paid by the Postmaster General from appropriations for the trans 
portation of mail by aircraft. 

“(2) The rates determined and fixed under paragraph (1) of this subsection 
shall be based upon the necessary cost to the air carrier, under honest, economi 
eal and efficient management, of the mail transportation services actually 
rendered or such services to be rendered (computed in accordance with the 
standards prescribed by the Civil Aeronautics Board pursuant to section 407 (d) 
(2)), plus a fair and reasonable return 

“(3) The Board is authorized to issue orders, with or without hearing, pre 
scribing temporary rates for the transportation of mail pending determination 
of final rates. Such temporary rates shall not be considered final for any period 
and shall be superseded by the final rates fixed for the periods during which 
the temporary rates were in effect. 


“Recommendations as to Rates 
“(b) (1) Any petition by an air carrier for the fixing of rates under subsection 


(a) of this section shall include a statement of the rates recommended by the 
petitioner as being fair and reasonable. 
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“(2) The Postmaster General shall introduce as a part of the record in all 
proceedings under subsection (a) of this section (A) a statement of the rates 
recommended by him as being fair and reasonable, and (B) a comprehensive 
statement of all service to be required of the air carrier and such other informa- 
tion in his possession as he deems, or as may be deemed by the Board, to be 
material to the inquiry. 

“(3) The burden of proof in any proceeding under subsection (a) of this 
section which is initiated by petition shall be with the petitioner. 


“Subsidy for Essential Aircraft Operation 


“(e) (1) The Board is empowered, upon its own initiative, or upon the petition 
of any air carrier holding a certificate authorizing the transportation of mail 
by aircraft, to make, after notice and hearing, subsidy payments to such air 
carrier in amounts determined by the Board to be essential (when taken together 
with all the other actual and potential revenues of the air carrier) to enable the 
air carrier under honest, economical, and efficient management to maintain and 
continue the development of air Commerce to the extent and of the character 
and quality required for the national defense, the commerce of the United States, 
or the postal service. The Board is empowered to make subsidy payments for 
individual air carriers or classes of air carriers, or on the basis of any other 
reasonable Classification of carriers, services, routes and route segments, or 
any combination thereof, and to prescribe the method or methods of such pay- 
ments and duration of period for which applicable. The Board may make such 
subsidy payments effective from such date, after the institution of the proceed- 
ing under this subsection, as it shall determine to be proper. Payments under 
this subsection shall be made by the Board out of sums appropriated to the 
Board for such purpose. 

“(2) Every petition for the fixing of a subsidy shall state and support in de- 
tail the amount the petitioner believes that he is entiled to under the subsidy 
provisions of this section and the carrier shall have the burden of establishing 
the amount of subsidy payment, if any, which is required for its operations 
under the standard established by this Act. The fact that an air carrier has 
been granted a certificate of public convenience and necessity authorizing it to 
offer certain services shall not be deemed conclusive of the issue as to whether 
such services are sufficiently required in the interest of the national defense, the 
commerce of the United States, or the postal service, to justify the amount of 
subsidy that would be required to keep such services in operation. 

“(3) The Board is authorized, with or without hearing but upon a showing by 
the air carrier or carriers concerned of essentiality and urgency, to make tem- 
porary subsidy payments pending the determination of final subsidy payments. 
Temporary payments so made shall not be considered final, and when final sub- 
sidy payments are determined, they shall cover any period with respect to 
which a temporary subsidy payment was made and shall supersede such tem- 
porary payment for such period.” 

(b) The amendment made by subsection (a) of this section shall apply only 
With respect to (1) the transportation of mail, or (2) operations in air com- 
merce, occurring after December 31, 1951. 


ALLOCATION OF AIR CARRIER RECEIPTS AND EXPENDITURES 


See. 3. Section 407 (d) of the Civil Aeronautics Act of 1938, as amended, is 
hereby amended 

(1) By inserting “(1)” after “(d)”; and 

(2) By inserting at the end thereof the following new paragraph: 

“(2) After December 31, 1951, and from time to time thereafter, the Civil 
Aeronautics Board shall, after notice and hearing, prescribe standards by which 
air carriers, in keeping with their accounts, records, and memoranda, shall 
allocate receipts from, and expenditures for, the air transportation services ren- 
dered. In so doing, the Civil Aeronautics Board is authorized to consider, to the 
extent deemed feasible, the following four categories: Transportation of pas- 
Sengers and their baggage, transportation of freight, transportation of express 
and transportation of mail. After December 31, 1951, it shall be unlawful for 
any air carrier, in keeping any account, record, or memorandum (other than 
any additional account, record, or memorandum kept pursuant to the proviso 
of paragraph (1) of this subsection), to allocate any receipt from, or expenditure 
for, any air transportation service it renders in any manner other than a manner 
Which conforms to the standards prescribed pursuant to this par: graph.” 
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ADDITIONAL INFORMATION IN ANNUAL REPORTS 


Sec. 4. The second sentence of section 206 of the Civil Aeronautics Act of 1938, 
as amended, is hereby amended by inserting after “civil aeronautics” a comma = 
and the following: “including data relative to the mail payments and subsidy e 
payments, both in the aggregrate and on an individual basis, made under th J 
Act With a separate analysis of the bases upon which each such mail payment and 
each such subsidy payment was provided.” 





STUDIES AND REPORTS ba 


(a) The Civil Aeronautics Board is authorized to make studies in con 


Sec. 5. 
in the conduct of such studies 


nection with any of the provisions of this Act. 
the Board is authorized, without regard to section 3709 of the Revised Statutes 
to enter into contracts or other arrangements, or modifications thereof, for 
the carrying on of such studies my such persons or organizations as may be des 
ignated by the Chairman of the Civil Aeronautics Board and the chairmen of the 
Interstate and Foreign Commerce of the Senate and House 





Committees on 
of Representatives of the United States. 

(b) After September 30, 1951, the Civil Aeronautics Board shall, on the 
basis of a comprehensive study, render a written report to the Congress on 


what aggregate sums would be estimated to be required during the fiscal yea: 
ending June 30, 1952, and during each of the four succeeding fiscal year (1) to ES 
provide fair compensation for services to be rendered by air carriers in the = 
carriage of the mails, in accordance with the provisions of section 406 (a) of the fs 
Civil Aerontutics Act of 1938, as amended by this Act, and (2) to provide for ‘ee 


payment of essential subsidy, in accordance with section 406 (c) of such Act, as 


amended by this Act. 

(c) There are hereby authorized to be appropriated to the Civil Aeronautics 
Board the stums, not to exceed $300,000 in the aggregate, as may be necessary 
to carry out the provsions of this section. 


[H. R. 3675, S2d Cong., 1st sess. ] 





A BILL To provide for the separation of subsidy from air-mail pay in accordance wit 
recommendations of the Commission on Organization of the Exeeutive Branch of the 
Government 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Air Mail 
Subsidy Separation Act of 1951”. 

RATES FOR TRANSPORTATION OF MAIL AND SUBSIDY FOR ESSENTIAL AIRCRAF! 
OPERATION 


Sec. 2. (a) Subsections (a). (b), and (¢) of section 406 of the Civil Aero 
nautics Act of 1938, as amended, are hereby amended to read as follows: 

“RATES FOR TRANSPORTATION OF MAIL AND SUBSIDY FOR ESSENTIAL AIRCRAFT 
OPERATION 


“Authority To Fix Compensatory Rates 


“Sec. 406. (a) (1) The Civil Aeronauttes Board is empowered and directed 
upon its own initiative or upon petition of the Postmaster General or an air car 
rier to determine and fix from time to time, after notice and hearing, fair and 
reasonable rates of compensation for the transportation of mail by aircraft, the 
facilities used and useful therefor, and the services connected therewith (in 
cluding the transportation of mail by an air carrier by other means than aircraft 
whenever such transportation is incidental to the transportation of mail by air 
craft or is made necessary by conditions of emergency arising from aircraft 
operation), by each holder of a certificate authorizing the transportation of mai! 
by aircraft and to make such rates effective from such date, after the institution 
of the proceeding under this subsection, as it shall determine to be proper; to 
prescribe the method or methods, by aircraft-mile, pound-mile, weight, space, or 
any combination thereof, or otherwise, for ascertaining such rates of compensa 
tion: and to fix different rates for different air carriers or classes of air carriers 
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or different classes of service, or on the basis of any other reasonable classifica- 
tion of carriers, services, routes and route segments, or any combination thereof, 
The rates so determined and fixed shall be published by the Board and shall be 
paid by the Postmaster General from appropriations for the transportation of 
mail by aircraft. 

“(2) The rates determined and fixed under paragraph (1) of this subsection 
shall be based upon the necessary cost to the air carrier, under honest, economical, 
and efficient management, of the mail transportation services actually rendered 
or such services to be rendered (computed in accordance with the standards pre- 
scribed by the Civil Aernautics Board pursuant to section 407 (d) (2)), plus a 
fair and reasonable return. 

“(3) The Board is authorized to issue orders, with or without hearing, pre- 
scribing temporary rates for the transportation of mail pending determination of 
final rates. Such temporary rates shall not be considered final for any period and 
shall be superseded by the final rates fixed for the periods during which the 
temporary rates were in effect. 


Recommendations as to Rates 


“(b) (1) Any petition by an air carrier for the fixing of rates under subsection 
(a) of this section shall include a statement of the rates recommended by the 
petitioner as being fair and reasonable. 

(2) The Postmaster General shall introduce as a part of the record in all pro- 
ceedings under subsection (a) of this section (A) a statement of the rates recom- 
mended by him as being fair and reasonable, and (B) a comprehensive statement 
of all service to be required of the air carrier and such other information in 
his possession as he deems, or as may be deemed by the Board, to be material to 
the inquiry. 

“(3) The burden of proof in any proceeding under subsection (a) of this 
section which is initiated by petition shall be with the petitioner. 


“Subsidy for Essential Aircraft Operation 


“(e¢) (1) The Board is empowered, upon its own initiative, or upon the petition 
of any air carrier holding a certificate authorizing the transportation of mail by 
aireraft, to make, after notice and hearing, subsidy payments to such air carrier 
in amounts determined by the Board to be essential (when taken together with 
all the other actual and potential revenues of the air carrier) to enable the 
air carrier under honest, economical, and efficient management to maintain and 
continue the development of air commerce to the extent and of the character 
and quality required for the national defense, the commerce of the United States, 
or the postal service. The Board is empowered to make subsidy payments for 
individual air carriers or classes of air carriers, or on the basis of any other 
reasonable classification of carriers, services, routes and route segments, or any 
combination thereof, and to prescribe the method or methods of such payments 
and duration of period for which applicable. The Board may make such subsidy 
payments effective from such date, after the institution of the proceeding under 
this subsection, as it shall determine to be proper. Payments under this sub- 
section shall be made by the Board out of sums appropriated to the Board for such 
purpose. 

“(2) Every petition for the fixing of a subsidy shall state and support in detail 
the amount the petitioner believes that he is entitled to under the subsidy pro- 
visions of this section and the carrier shall have the burden of establishing 
the amount of subsidy payment, if any, which is required for its operations 
under the standard established by this Act. The fact that an air carrier has 
been granted a certificate of public convenience and necessity authorizing it 
to offer certain services shall not be deemed conclusive of the issue as to whether 
such services are sufficiently required in the interest of the national defense, 
the commerce of the United States, or the postal service, to justify the amount 
of subsidy that would be required to keep such services in operation. 

“(3) The Board is authorized, with or without hearing but upon a showing 
by the air carrier or carriers concerned of essentiality and urgency, to make 
temporary subsidy payments pending the determination of final subsidy pay- 
ments. Temporary subsidy payments so made shall not be considered final, 
and when final subsidy payments are determined, they shall cover any period 
with respect to which a temporary subsidy payment was made and shall super- 
sede such temporary payment for such period.” 
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(b) The amendment made by subsection (a) of this section shall apply only 
with respect to (1) the transporttaion of mail, or (2) operations in air com- 
merce, occurring after December 31, 1951. 


ALLOCATION OF AIR CARRIER RECEIPTS AND EXPENDITURES 


Sec. 3. Section 407 (d) of the Civil Aeronautics Act of 1938, as amended, is 
hereby amended— 

(1) By inserting “(1)” after “(d)’; and 

(2) By inserting at the end thereof the following new paragraph : 

“(2) As soon as may be practicable after December 31, 1951, and from time 
to time thereafter, the Civil Aeronautics Board shall, after notice and hearing, 
prescribe standards by which air carriers, in keeping their accounts, records, and 
memoranda, shall allocate receipts from, and expenditures for, the air trans 
portation services rendered. In so doing, the Civil Aeronautics Board is au 
thorized to consider, to the extent deemed feasible, the following four categories : 
Transportation of passengers and their baggage, transportation of freight 
transportation of express, and transportation of mail. After December 31, 1951, 
it shall be unlawful for any air carrier, in keeping any account, record, or memo 
randum (other than any additional account, record, or memorandum kept pur- 
suant to the proviso of paragraph (1) of this subsection), to allocate any receipt 
from, or expenditure for, any air transportation service it renders in any manner 
other than a manner which conforms to the standards prescribed pursuant to 
this paragraph.” 


ADDITIONAL INFORMATION IN ANNUAL REPORTS 


Sec. 4. The second sentence of section 206 of the Civil Aeronautics Act of 
1938, as amended, is hereby amended by inserting after “civil aeronautics” a 
comma and the following: “including data relative to the mail payments and 
subsidy payments, both in the aggregate and on an individual basis, made under 
this Act with a separate analysis of the bases upon which each such mail pay 
ment and each such subsidy payment was provided”. 





[S. 436, 82d Cong., 1st sess.] 
AN ACT To provide for the separation of subsidy from air-mail pay, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Air Mail 
Subsidy Separation Act of 1951”. 

SEc. 2. (a) Section 406 of the Civil Aeronautics Act of 1938 is amended to read 
as follows: 


“PAYMENTS FOR TRANSPORTATION OF MAIL AND FOR ESSENTIAL AIR TRANSPORTATION 


“Rates For The Air Transportation Of Mail Between Points In The 
United States 


“Sec. 406. (a) (1) Each air carrier holding a certificate authorizing the trans 
portation of mail by aircraft shall be paid for transportation of mail in air 
transportation between points in the United States on schedules designated or 
ordered to be established by the Postmaster General pursuant to section 405 (e) 
of this Act at a rate per ton-mile of mail carried as follows, depending on the 
classification of such carrier or its services as established by the Board under 
section 416 (a) of this Act: 

“Class 1—45 cents per ton-mile; 

“Class 2—13314 per centum of the rate for class 1; 

“Class 3—166% per centum of the rate for class 1: 

“Class 4—200 per centum of the rate for class 1; and 

“Class 5—400 per centum of the rate for class 1. 
Such payment shall be considered to include payment for facilities used and use- 
ful for such transportation of mail, services connected therewith, and trans 
portation of mail by an air carrier by other means than aircraft whenever trans- 
portation by such other means is incidental to such transportation of mail in air 
transportation or is made necessary by conditions of emergency arising from 
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aircraft operation. In the computation of such payment the mileage used shall 
be the airport to airport mileage, as established by the Board, in such mail 
schedules, and the weight of each mail dispatch to each point to which mail is 
dispatched shall be considered to be, as a minimum, not less than 15 pounds. 
Such payments shall be made by the Postmaster General from funds appropri- 
ated for the transportation of mail by aircraft, and he shall not delay mail or 
withhold mail from an air carrier because the rate for the transportation of 
mail payable to such carrier may be higher than the rate payable to a competing 
air carrier. 

“(2) The Board is authorized, upon its own initiative or upon petition of the 
Postmaster General or an air carrier with respect to the rate received by it, 
(A), from time to time, after notice and hearing, to revise the rates established 
in paragraph 1 of this subsection and to fix and determine further or different 
rates for such air carriers, individually or on a class basis, upon a finding that 
such action is necessary in order to maintain rates of compensation for the 
transportation of the mail at a fair and reasonable level; (B) to add to or 
reduce the number of classes established in the first paragraph of this sub- 
section or to prescribe a different method or methods for ascertaining rates of 
compensation for such transportation of the mail, by ton-mile aircraft-mile, 
weight of mail, space authorized for mail in the aircraft, or other measure of 
mail service performed; and (C) to fix different rates for different air carriers 
or classes of air carriers, or different classes of service, or on the basis of any other 
reasonable classification of carriers, services, routes and route segments, or any 
combination thereof. The rates so revised shall be based upon the experienced 
costs for mail transportation services rendered and upon projected costs for 
such services to be rendered, under honest, economical, and efficient manage- 
ment, fairly assigned and apportioned to such mail services, including a fair 
return on that portion of the total investment which is used and useful in 
such maii services. Such revision or other action with respect to rates may be 
made effective as of any date which the Board determines to be proper and 
which is (A) on or after the effective date of this subsection and (B) on or 
after the date on which the proceeding was commenced, and the rates so revised 
shall be published by the Board, 


“Recommendations As To Rates 


“(b) (1) Any petition for the revision or determination of rates under sub- 
section (a) of this section shall include a statement of the rate the petitioner 
believes to be fair and reasonable. The Postmaster General shall introduce as 
part of the record in all proceedings under subsection (a) of this section a 
comprehensive statement of all service to be required of the air carrier and such 
other information in his possession as he deems, or as may be deemed by the 
Board, to be material to the inquiry. 

“(2) The Postmaster General is authorized to request the Board to obtain 
from any carrier certificated for the transportation of mail, information neces. 
sary for the performance of his duties with respect to the initiation of and partici- 
pation in mail rate proceedings under subsection (a) of this section. 


“Rates For Foreign Air Transportation Of Mail Until July 1, 1953 


“(c) (1) The Board is empowered and directed until July 1, 1953, upon its 
own initiative or upon petition of the Postmaster General or an air carrier with 
respect to the rate received by it, (A) to fix and determine from time to time, 
after notice and hearing, the fair and reasonable rates of compensation for the 
foreign air transportation of mail, the facilities used and useful therefor, and 
the services connected therewith (including the transportation of mail by an 
air carrier by other means than aircraft whenever such transportation is inci- 
dental to foreign air transportation of mail or is made necessary by conditions of 
emergency arising from aircraft operation), by each holder of a certificate author- 
izing the foreign air transportation of mail, and to make such rates effective 
from such date as it shall determine to be proper; (B) to prescribe the method or 
methods, by aircraft-mile, pound-mile, weight, space, or any combination thereof, 
or otherwise, for ascertaining such rates of compensation for each air carrier or 
class of air carriers; and (C) to publish the same; and the rates so fixed and 
determined shall be paid by the Postmaster General from appropriations for 
the transportation of mail by aircraft, and he shall not delay mail or withhold 
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mail from an air carrier because the rate for the transportation of mail payabic 
to such carrier may be higher than the rate payable to a competing air carrie: 
or an air carrier engaged in the transportation of mail in overseas air trans 
portation. 

“(2) In fixing and determining fair and reasonable rates of compensation 
under this subsection, the Board, considering the conditions peculiar to foreign 
air transportation and to the particular air carrier or class of air carriers, ma) 
fix different rates for different air carriers or classes of air carriers, and dif- 
ferent classes of service. In determining the rate in each case, the Boaré shai! 
take into consideration, among other factors, the condition that such air carriers 
may hold and operate under certificates authorizing the carriage of mail only b) 
providing necessary and adequate facilities and service for the foreign ai: 
transportation of mail; such standards respecting the character and quality of 
service to be rendered by air carriers as may be prescribed by or pursuant to law ; 
and the need of each such air carrier for compensation for the foreign air 
transportation of mail sufficient to insure the performance of such service, and, 
together with all other revenue of the air carrier, to enable such air carrier 
under honest, economical, and efficient management, to maintain and continu 
the development of air transportation to the extent and of the character and qua! 
ity required for the commerce of the United States, the Postal Service, and the 
national defense. 

“(3) Any petition for the fixing of fair and reasonable rates of compensation 
under this subsection shall include a statement of the rate the petitioner believes 
to be fair and reasonable. The Postmaster General shall introduce as part of 
the record in all proceedings under this subsection a comprehensive statement of 
all service to be required of the air carrier and such other information in his 
possession as he deems, or as way be deemed by the Board, to be material to the 
inquiry. 


“Rates For Foreign Air Transportation Of Mail On And After July 1, 19/3 


“(d) Effective on and after July 1, 1953, each air carrier holding a certificente 
authorizing the transportation of mail by aircraft shall be paid for the foreign 
air transportation of mail on schedules designated, or ordered to be established, 
by the Postmaster General pursuant to section 405 (e) of this Act, at rates deter 
mined by him which (1) shall not exceed any rates for the same category of 
United States mail as prescribed from time to time by the Universal Posta! 
Union Congress, and (2) shall not be less than any rates paid by the United States 
to foreign carriers for similar service. The Postmaster General shall make pa) 
ments under this subsection from funds appropriated for the transportation of 
mail by aircraft, and he shall not delay mail or withhold mail from an air carrier 
because the rate for the transportation of mail payable to such carrier may be 
higher than the rate payable to a competing air carrier or an air carrier engaged 
in the transportation of mail in overseas air transportation. The Board shall, «t 
the request of the Postmaster General, advise him as to the cost to any air carrier 
of furnishing foreign air transportation on such a basis as he shall prescribe. 


“Payments To Foreign Air Carriers 


“(e) In any case where air transportation is performed between the United 
States and any foreign country, both by aircraft owned or operated by one o: 
more air carriers holding a certificate under this title and by aircraft owned 0) 
operated by one or more foreign air carriers, the Postmaster General shall not 
pay to or for the account of any such foreign air carrier a rate of compensatio! 
for transporting mail by aircraft between the United States and such foreign 
country, which, in his opinion, will result (over such reasonable period as the 
Postmaster General may determine, taking account of exchange fluctuations and 
other factors) in such foreign air carrier receiving a higher rate of compensation 
for transporting such mail than such foreign country pays to air carriers fo! 
transporting its mail by aircraft between such foreign country and the United 
States, or receiving a higher rate of compensation for transporting such mail 
than a rate determined by the Postmaster General to be comparable to the rate 
such foreign country pays to air carriers for transporting its mail by aireraf! 
between such foreign country and an intermediate country on the route of such 
air carrier between such foreign country and the United States. 
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“Weighing of Mail 


“(f) The Postmaster General may weigh the mail transported by aircraft and 
make such computations for statistical and administrative purposes as may be 
required in the interest of the mail service. The Postmaster General is author- 
ized to employ such clerical and other assistance as may be required in connec- 
tion with proceedings under this Act. If the Board shall determine that it is 
necessary or advisable, in order to carry out the provisions of this Act, to have 
additional and more frequent weighing of the mails, the Postmaster General, 
upon request of the Board, shall provide therefor in like manner, but such weigh- 
ing need not be for continuous periods of more than thirty days. 


“Subsidy Payments for Essential Air Transportation 


“(g) (1) For the purpose of maintaining and continuing the development of 
air transportation (including the introduction of new and improved types of 
commercial aircraft) to the extent and of the character and quality required to 
promote the economic development, the national defense, and the commerce of 
the United States, the Board is empowered, upon petition of any air carrier hold- 
ing a certificate authorizing transportation of mail by aircraft, and after notice 
and hearing, to make payments, out of funds appropriated to the Board for the 
purpose of this subsection, to such carrier to enable it under honest, economical, 
and efficient management to effect such purpose. The Board may prescribe the 
method of making such payments and their period of duration and a new petition 
and notice and hearing shall be required before any further payments are made 
to such carrier for subsequent periods under this subsection. Each such petition 
shall state in detail the amount of payments the petitioner needs in order to 
effect the purpose of this subsection, and the petitioner shall have the burden 
of proving such need. 

“(2) In determining whether any payments should be made to a carrier under 
this subsection, and the amount of such payments, the fact that such a carrier 
holds a certificate of public convenience and necessity authorizing it to conduct 
certain services shall not be deemed conclusive of the issue as to whether any 
such service is sufficiently required for the purposes of this subsection to justify 
the amount of payments that would be required under this subsection to enable 
such carrier to continue such service. In any proceeding in which any such 
issue is raised, the Board shall give notice to interested parties (including com- 
munities in the United States receiving such service) and perm't such parties 
to be heard. If the Board shall determine that the need for such service does 
not justify the amount of payment that would be required under this subsection 
to continue it, its final order denying such payment shall be accompanied by an 
order authorizing such carrier either to suspend or abandon such service as the 
carrier may elect, at any time within one year from the date of such order. 

“(3) During the pendency of proceedings to determine the amount of payment 
to any air carrier under this subsection, the Board is authorized, with or with- 
out hearing, to make an advance, out of funds appropriated for the purpose of 
this subsection, to such carrier upon a showing that the need for such an 
advance is essential and urgent. Before receiving such an advance such carrier 
shall be required to agree to repay within a reasonable time such advance, or 
any part thereof, which exceeds the payment, if any, to such carrier finally 
determined by the Board under this subsection. Such repayments shall be made 
to the Treasurer of the United States and shall be credited to appropriations 
made available for the purpose of this subsection. 

“(4) Effective after June 30, 1953, the Board is authorized, upon petition of 
any air carrier holding a certificate authorizing the air transportation of pas- 
sengers, property, and mail, to enter into a contract with such carrier on behalf 
of the United States providing that payments determined under this subsection 
in order to effect its purpose in such air transportation will be made to such 
carrier over any period not exceeding five years in the case of such payments 
made to effect such purpose in foreign air transportation, and not exceeding 
three years in the case of such payments made to effect such purpose in inter- 
state and overseas air transportation if such carrier (A) continues to furnish 
such air transportation under such certificate, and (B) agrees to pay to the 
United States 50 per centum of all of its net profits from such air transportation 
for such period (computed without regard to capital gains and capital losses 
and after deduction of all applicable taxes and reasonable charges for deprecia 
tion, obsolescence, and amortization) which exceed an average of 10 percentum 
per annum of the capital investment of such carrier used in or useful for such 
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transportation, but such payment shall not exceed the total amount received }y 
such carrier from the United States under such contract. Any such paymenrs 
shall be made to the Treasurer of the United States, and shall be credited to 
appropriations made available for the purposes of this subsection. 

“(5) The Board shall, by written notice to the air carrier, terminate any 
payments under this subsection upon finding, after notice and hearing, that 
gratuities (in the form of entertainment, gifts, or otherwise) were offered 
or given by such air carrier or its agent or representative to any officer or em 
ployee of the Government with a view toward securing favorable treatment under 
any provisions of this Act.” 

(b) The amendment made by this section shall be effective after June 30, 1952, 
unless otherwise provided in such amendment. 

Sec. 3. Subsection (d) of section 401 of the Civil Aeronautics Act of 1938 
is amended by striking the period at the end of paragraph (1) thereof and 
inserting in lieu thereof a colon and the following: “Provided, That no certificate 
authorizing the transportation of mail only shall be issued nor shall such a cer- 
tificate be amended to authorize the extension of mail service to additional areas 
without the approval of the Postmaster General.” 

Sec. 4. Subsection (g) of section 405 of the Civil Aeronautics Act of 1938 
is amended by adding at the end thereof the following: ‘‘All mail marked for 
carriage by air and bearing the appropriate postage thereon shall, to the extent 
that authorized air transportation is available, be tendered for transportation 
to its destination by an air carrier, except where weather conditions, strikes, 
breakdowns, or other similar unusual circumstances render it advisable to 
transport such mail by other means in order to avoid undue delay.” 

Sec. 5. Section 416 (a) of the Civil Aeronautics Act of 1938 is amended to 
read as follows: 


“Classification 


“Sec. 416. (a) The Board shall classify each air carrier which will receive 
payments under section 406 (a) of this Act, as amended by the Air Mail Subsidy 
Separation Act of 1951, into such classes as may be required for the purposes of 
such section, as amended by such Act, under standards established by the Board 
on the basis of types of communities served, services rendered, and route pat- 
terns: Provided, That in the case of any air carrier which is authorized by cer- 
tificate to transport mail in both interstate and overseas air transportation, the 
Board may, for the purposes of such section, place the interstate and overseas 
services of such carrier in different classes if, in the judgment of the Board, such 
classification is warranted by differences in operating conditions and costs. The 
Board shall, after notice and hearing, reclassify such carrier for the purpose of 
such section at any time a change in conditions warrants such reclassification, 
and any such carrier may petition for such a reclassification. The Board also may 
from time to time establish such other just and reasonable classifications or 
groups of air carriers for the purposes of this title as the nature of the services 
performed by such air carriers shall require; and such just and reasonable 
rules, and regulations, pursuant to and consistent with the provisions of this 
title, to be observed by each such class or group, as the Board finds necessary 
in the public interest.” 

Sec. 6. Such appropriations as are necessary to carry out the provisions of this 
Act are hereby authorized to be made. 

Passed the Senate September 19, 1951. 

Attest: , Lesiir L. BIFFLe, 

Secretary. 


The CnairMman. At this point will be inserted the reports of various 
CGrovernment agencies. 
(The reports follow :) 


OFFICE OF THE POSTMASTER GENERAL, 
Washington, D. C., June 1, 1951. 
Hon. ROBERT CROSSER, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives. 

DEAR MR. CHAIRMAN: Reference is made to your request for a report on H. R. 
3675, a bill to provide for the separation of subsidy from air-mail pay in accord- 
ance with recommendations of the Commission on Organization of the Execu- 
tive Branch of the Government. 
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The objective of the bill is to be accomplished by authorizing the Civil Aero- 
nautics Board to fix fair and reasonable rates of compensation for the trans- 
portation of mail by aircraft based upon the necessary cost to the air carrier 
of performing such services. The sum so fixed by the Civil Aeronautics Board 
is to be paid by the Postmaster General from appropriations for the transporta- 
tion of mail by aircraft. Any sum of money over and above the fair and reason- 
able rates so fixed needed by an air carrier in order to enable it to maintain 
and continue the development of air commerce is to be separately fixed by the 
Civil Aeronautics Board and paid from moneys appropriated to it for such 
purpose. : 

I am of the firm belief that the subsidy paid to airlines should be removed 
from the fiscal picture of the Post Office Department. On a number of occasions 
in the past I have stated that the amount of money to which an air carrier is 
entitled for services rendered to the Post Office Department, and the amount of 
money to which it is entitled for rendering other services of a nonpostal character, 
should be separately stated. There are two essential reasons why this should 
be done. First, the amount of the subsidies paid should be made known to the 
general public; second, it will sponsor and, I believe, require more efficient opera- 
tions on the part of air carriers. 

At the present time the Air Coordinating Committee is making a study of the 
advisability of separating foreign air-mail payments into service and subsidy 
elements. When that study has been completed and the committee files its report, 
the Department will give consideration to the views expressed therein insofar 
as our international carriers are concerned. 

I do not believe that you intend by this bill to provide for and require the 
Postmaster General to perform a duty which overlaps and duplicates the function 
of the Civil Aeronautics Board, although the language of this bill could be so 
construed. The bill requires that the Postmaster General introduce as a part of 
the record in every rate case before the Civil Aeronautics Board a statement 
of the rates recommended by him as being fair and reasonable. To do this 
would entail studies by the l’ostmaster General of the financial and operating 
conditions of the various air carriers, a function which under the governing act 
is performed by the Board. 

It is desirable that legislation designed to accomplish the objectives announced 
in this bill should leave the way open for the Postmaster General to express his 
views and to present evidence and arguments in any rate proceeding pending 
before the Civil Aeronautics Board and further, that the Postmaster General be 
authorized to request, nnd the air carrier and the Civil Aeronautics Board directed 
to supply, statistical or financial information considered by the Postmaster Gen- 
eral to be necessary in order that he might effectively and properly submit his 
views ard arguments. This would pertit the Postmaster General to take steps 
he deems appropriate in any given case without requiring him in every case to 
make a detailed study of all operations. 

Legislation of this type should also retain, as this bill does, the present pro- 
visions of the Civil Aeronautics Act of 1938, as amended, so as to permit the 
Postmaster General to petition for a modification of rates established by the 
Board. 

Section 406 (a) (1) of the proposed bill authorizes the Board to prescribe rates 
for the transportation of mail in terms of aircraft-mile, pound-mile, weight, space, 
or any combination thereof. It would be more desirable that there be a definite 
relationship between the voluine of mail carried and the rate of mail pay. It is 
my view that the rate should be stated on a ton-mile or pound-mile basis. 

Section 406 (a) (2) provides that the rate fixed by the Board for the trans- 
portation of mail shall not exceed the necessary cost to the air carrier under 
honest, economical, and efficient management, of the transportation services 
actually rendered or to be rendered plus a fair and reasonable return. To 
prevent any uncertainty as to the expenses properly chargeable to the cost of 
transporting mail, I consider it preferable that the cost be defined as “actual 
and necessary.” Each ecarrier’s costs will be the basic criteria for the determi- 
nation of the reasonableness of rates for the transportation of mail. It would 
appear best. therefore, to add a provision to the effect that the rates shall not 
exceed the actual and necessary cost of carrying mail plus a fair return on the 
carrier's investment used and useful in performing the mail transportation 
Service. Such a provision would tend to eliminate the risk of illusory and vague 
factors, such as “value of service,” “value of priority,” or other imponderable 
elements artificially inflating the service rate. 
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Pursuant to the provisions of section 405 (g) of the Civil Aeronautics Act, 
the Postmaster General is required to tender mail to the holder of any certiti- 
cate authorizing the transportation of mail by aircraft “to the extent required 
by the postal service” for transportation between the points named in the 
certificate. Under this requirement, the objectives of the separation plan 
might be defeated. Since service rates and subsidy payments will in all prob- 
ability be based upon allocated costs, the Department could be burdened in 
light-traffic areas with a cost far out of proportion to the benefits to the postal 
service. If there is to be a separation of subsidy and compensatory rates to 
air carriers, the Postmaster General, in the interests of good management of the 
Postal Service, should be allowed to exercise his discretion in choosing between 
carriers, with respect to the routing of air mail, and in the selection of schedules, 

I am in favor of the principle embodied in the proposed legislation, and with 
the adoption of the suggestions above noted, will interpose no objection to this 
bill. 

The Bureau of the Budget has advised that there would be no objection to 
the presentation of this report to the committee. 

Sincerely yours, 
J. M. Donatpson, Postmaster General. 


OFFICE OF THE POSTMASTER GENERAL, 
Washington 25, D. C., February 1, 1952. 
Hon. Rosert Crosser, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives. 

Drak Mr. CHAIRMAN: Reference is made to your request for my comments on 
S. 436, an act to provide for the separation of subsidy from air-mail pay, and 
for other purposes, as passed by the Senate. In view of the importance of this 
legislation to this Department as well as to the Government generally, I will 
present the views of this Department in some detail. 

The position of this Department is that subsidies should be completely and 
effectively separated from mail payments to air carriers. While S. 436, as 
passed bs the Senate, would effect a separation in some instances, in our view 
it would permit substantial elements of subsidy to remain hidden in mail pay. 
Indeed, if the provisions relating to international rates were in effect today, the 
service rates paid by the Department would be higher in many cases than the 
current subsidy rates. Further, the Senate bill would prevent the attainment 
of maximum expedition and economy in the transportation of air mail. 

At the outset, permit me to analyze briefly the provisions of the bill providing 
for the establishment of international mail rates. Whereas costs to the air car- 
rier would be the sole basis for mail rates between points in the United States, 
this standard is not made applicable to rates between the United States and 
foreign countries. For all practical purposes the standard for the latter would 
be the rates fixed by the Universal Postal Union, an international organization of 
the postal administrations of the world. 

Specifically, S. 436 provides that the rates paid United States air carriers for 
transporting mail to international points “shall not be less than any rates paid 
by the United States to foreign air carriers for similar service.” Payments made 
to air carriers of a foreign country for the transportation of United States mail 
are made in accordance with the rates fixed by the Postal Administration of 
that country. The Postmaster General has no control over the establishment 
of such rates. His control is contined to rates which a foreign country must 
pay United States air carriers for transporting its mail. In any event, only the 
maximum rate which any country can charge another country is fixed by the 
Universal Postal Union. The present maximum for letter mail is approximately 
$2.86 per ton-mile, which is the actual rate maintained by most countries. In 
this situation, and since in the interest of good postal service we must utilize for 
eign air services on major international routes, the minimum rate provision of 
S. 436, quoted above, would require that we pay United States air carriers 
approximately $2.86 per ton-mile for transporting the bulk of United States mail! 
to foreign points. Thus, the minimum rate which we must pay our own air 
carriers would be based upon the rate which foreign postal administrations elect 
to charge the United States—not upon a rate fixed by the Postmaster Genera! 
of the United States. 
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This high service rate to our international air carriers would be in striking 
contrast to the cost of furnishing the service, which the Senate committee report 
on S. 436 estimates to average less than $1 per ton-mile over the major routes. 
The difference between costs and the minimum rate would be a subsidy. Even 
under the present provisions of the Civil Aeronautics Act, where an interna- 
tional air carrier becomes self-sufficient, needing no subsidy, the service mail 
rate has been fixed at a much lower rate. In one case, involving mail rates for 
extensive operations in South America, the Civil Aeronautics Board fixed a 
service rate of approximately 80 cents per ton-mile, which under 8. 4386 would 
have been $2.86 per ton-mile. More striking is the fact, as indicated above, that 
some United States international air carriers are receiving subsidy mail pay- 
ments substantially lower than the currently effective Universal Postal Union 
rate. Elven though the Universal Postal Union were to reduce the maximum rate 
at its meeting in 1952, the reduction is not likely to be great enough to remove 
the objection to the minimum provision in this bill. 

It is true that the Post Office Department might avoid excessively high service 
rates under the minimum provision by refusing to dispatch mail via air carriers 
of foreign countries. This could be done, however, only with the result that mail 
service efficiency would be reduced substantially. A refusal to utilize foreign air 
carrier services would delay the delivery of United States mail. Over some major 
routes, as for example to Scandinavia, there are only two or three trips a week 
operated by United States air carriers, but as supplemented by foreign air-car- 
rier schedules there is a daily service. Further, since foreign countries would 
likely retaliate by refusing to utilize our air carriers, the receipts by United States 
carriers of mail revenue from these countries would be sharply curtailed. 

Clearly, as a matter of national policy, we should not pay an air carrier of a 
foreign country more for carrying United States mail than that country pays our 
air carrier for transporting its mail. This is the present policy of the Government 
under the Civil Aeronautics Act. Under a policy of subsidy separation, to pay our 
international air carriers a service rate for transporting United States mail upon 
principles applicable to domestic air carriers could not work a hardship in their 
operations in competition with subsidized foreign air carriers because justifiable 
financial needs would be given consideration in granting subsidy. Thus our 
international air carriers would be assured that they would not be placed at a 
competitive disadvantage. 

As to the contention that United States international air carriers should have 
their mail rates fixed in a manner similar to that applied to steamship companies, 
it should be noted that the law governing rates payable to United States steam- 
ship companies establishes a maximum only, and unlike S. 436 does not prescribe 
a minimum or relate such rates to those of the Universal Postal Union. 

In the Senate report on 8. 436, and in the House report on H. R,. 9184, in the 
Righty-first Congress, the principle is recognized that subsidy can be separated 
fairly and completely only by basing the mail rate on cost. Yet from the above 
brief analysis of S. 436, it is clear that insofar as the transportation of interna- 
tional mail is concerned this principle is completely ignored. 

For all of the above reasons, I urge that the minimum-rate provisions of S. 
436 be deleted and that mail rates to be paid by this Department to United States 
air carriers for the transportation of mail to international points be based upon 
the standards, as hereinafter set forth, applicable to domestic air carriers. 

S. 436 also provides that the Postmaster General shall fix the mail rates to 
international points for United States air carriers, while at the same time 
domestic rates are to be fixed by the Civil Aeronautics Board. This would re- 
quire a substantial duplication within the Department of facilities and functions 
now available in the Civil Aeronautics Board. The bill paradoxically provides 
that the Board should supply the Postmaster General with cost data upon which 
to fix international mail rates for United States air carriers, yet as we have 
seen these rates are not to be fixed on cost. In any event, the mail rate-making 
function for international mail service by United States air carriers, as for do- 
mestic air-mail service, should remain with the expert rate-making body. I 
strongly urge that this be done. 

Other provisions of 8. 436 would have an adverse effect upon the postal service 
and may contribute materially to hidden subsidies. Efficiency and economy of 
operations in the postal service depend in large part upon maximum utilization 
of available transportation facilities. Delivery of mail is made to addressees in 
every part of the United States and to every country in the world. This Depart- 
ment should not be prevented from using the transportation media which will 
provide the speediest delivery at the lowest possible cost. Detailed plans for 
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routing mail over available transport facilities are constantly being devised so 
as to make the best use of all facilities. S. 436, in providing that the Postmaster 
General shall not withhold mail from an air carrier because its rate may be 
higher than a competing carrier, and in providing that all mail bearing air-mail 
postage shall be tendered, except in limited unusual circumstances, for air trans- 
portation where such is authorized, would deny to the Postmaster General the 
possibility of conducting the air-mail service in the most efficient and economical 
manner. These provisions would require that air mail be dispatched on the 
first plane for a given destination regardless of rates and without considering 
the most expeditious service in terms of delivery of the mail to the addressee. 
They go far to make the air postal service a captive customer of the air carriers. 
By requiring unnecessary expenditures, these provisions in reality ars subsidies. 

Thus the overriding issues raised by the Senate bill become: (1) Shall-the 
Postmaster General continue to control the movement of mail by air carriers in 
the interest of the postal service, and (2) shall there be a true separation of sub- 
sidy from mail pay? This latter issue involves the specific question: What stand- 
ards and criteria should Congress prescribe to guide its agent, the Civil Aero- 
nautics Board, in establishing fair and reasonable service rates for the transpor- 
tation of mail? The answer to this qeustion is the heart of the subsidy separa- 
tion problem. 

The position of the Department on these issues is (1) that the Postmaster 
General must continue his exclusive control over the movement of mail by air, 
as by other means of transport, to insure an efficient and economical operation in 
the interest of the postal service, a right and duty which, as will be shown, would 
be denied to him under the proposals of the Senate bill, and (2) that the true 
separation of subsidy from service mail rates, which I have consistently advo- 
cated, can be achieved but not under the proposals of the Senate. 

To achieve true separation, Congress should prescribe standards to guide the 
Board in establishing the fair and reasonable rates to be paid by the Department 
for the transportation of mail. To implement this standard of fair and reason- 
able rates, Congress should specifically provide that (1) the mail rate shall not 
exceed the reasonable cost of providing the service, plus a fair return; (2) the 
mail rate shall bear a reasonable relationship to the level of rates charged by 
air carriers for passenger, express, and freight services; and (3) in determina- 
tions under (1) and (2) above, the Board shall take into account the following: 
(a) the character of the service performed in connection with the transportation 
of mail compared with that performed for other forms of traffic; (b) the revenues 
received from the transportation of mail compared with that received from other 
forms of traffic; (c) the stability of mail traffic and revenues compared with 
that of other forms of traffic; and (d)_ the effect of competition. Further, 
Congress should provide, as in the case of the movement of mail by other trans- 
portation media, that the Postmaster General, when the interests of the postal 
service require as hereinafter explained, may contract for the movement of mail 
by air carriers at rates lower than those established by the Board. None of 
these standards or criteria are embodied in the proposals of the Senate. 

The reasons for the position of the Department on these overriding issues are 
as follows: 

Section 406 (a) (1) of the bill deals with the transitional period before the 
Board acts to establish service mail rates. The initial rates provided for therein 
range from 45 cents per ton-mile to 400 percent above that rate. In lines 7 to 11, 
inclusive, page 3 of the bill, a part of section 406 (a) (1), a mandate is placed 
on the Postmaster General to tender mail to a high rate carrier though there 
be a competing carrier offering like service at a lower rate. (A similar provi- 
sion is contained in the section of the bill relating to international mail rates.) 

Section 406 (a) (2) relates to mail rates for the future, that is rates to super- 
sede those initial rates established in section 406 (a) (1). The divestment of 
exclusive control by the Postmaster General over mail transported by air in 
subdivision (1) is undoubtedly carried over into subdivision (2) since the Board's 
authority therein is merely to change the rates and classifications set forth in 
subdivision (1) of section 406 (a). 

Thus it appears that a basic issue here is the exclusive control over the move- 
ment of air mail—shall it remain in the Postmaster General or shall it be sub- 
ordinated to the Board’s rate-making power? 

The answer to this question was given by the Interstate Commerce Commission 
in its decision establishing mail pay rates. It stated: 

“It is essential to the social and commercial life of the Nation that the mails 
shall be handled promptly and transported rapidly from point to point throughout 
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the country. To insure this it is necessary that control of transportation of the 
mails by railroad should be lodged with the Postmaster General. He does, and 
he should, designate the trains in which the mails shall be carried; the kind of 
cars; and the manner of movement between designated points so as to best serve 
the interests of the people; and, in general, he must have administrative control 
of the transmission of the mails by railroad as well as by other means. This 
control he should exercise, no matter how the service is stated as the basis of 
payment for it. It is in the interest of the Government to have the compensation 
fixed on a basis that will enable the Department to so supervise the service as 
will insure a wise and judicious expenditure of the public meney, and at the 
same time encourage the use of railroad facilities so as to minimize economic 
waste.” 

The restriction on the Postmaster General in the movement of air mail in the 
Senate bill is justified on the ground that otherwise he might discriminate be- 
tween air carriers by refusing to use a high-cost service where identical service 
is available at lower cost to the Government. This is indeed a novel concept. 
Its purpose apparently is to compel the Government to use a high-cost carrier 
even though a low-cost carrier could perform the identical service. Never in 
the history of transportation legislation, so far as we know, has this concept of 
“discrimination” been applied to a shipper. Of course, it means that the Post 
Office Department would become the captive customer of all air carriers author- 
ized to transport mail. I strongly urge the deletion of restrictions in the Senate 
bill on the Postmaster General’s discretionary authority over the movement of 
mail in the interest of the postal service. 

In connection with the rate-making principles set forth above, it might be 
helpful to you if I outlined the type of mail-rate structure that the Department 
out of its experience in these matters has concluded could be established by the 
Board under our recommended standards and would effect a true separation of 
subsidy from mail pay. 

The Department prefers that a mail-rate structure with a single uniform serv- 
ice rate be established applicable to all air carriers. Passengers and shippers 
of air express and air freight are charged the same rates regardless of the carrier 
transporting the traffic to its destination. Such a service mail rate should bear 
a relationship to the level of rates charged by air carriers for passenger, express, 
and freight services. 

To meet the contention that different types of air carriers do require differing 
levels of mail pay, this rate structure could be refined, without sacrificing uni- 
formity, by establishing two elements, a line-haul rate and a piece-handling 
charge. The line-haul rate would be a standard ton-mile rate paid to all carriers 
for the actual transportation of the mail. The piece-handling rates would be a 
charge for each bag or piece of mail loaded or unloaded from planes. It 
would cover all ground services attributable to mail handling at a stop, includ- 
ing allowance for the descent and ascent of the plane. This rate structure would 
have the sound advantage of establishing the same rate for transportation of 
mail between the same points. At the same time, it would recognize the higher 
unit costs of local and feeder carriers through the piece-handling charge. Thus 
it would give consideration to higher operating costs in the light of the prime 
reason therefor—frequent stops at light-traffic points. Under the above proposals 
a minimum guaranty, by way of poundage or otherwise, would be unnecessary. 

I have stated that when the interests of the postal service require, the Depart 
ment should be authorized to contract for the movement of mail by air carriers 
at a rate less than that established by the Board. The Postmaster General has 
such authority today in the movement of mail by other forms of transport. This 
right would enable the Postmaster General to contract for plane-load movements 
of mail, to equalize rates where the mileage flown by various carriers between 
competitive points varies substantially, and to obtain service where a carrier 
is unwilling or unable to transport mail. 

To guide the Board in establishing a sound mail-rate structure, the Depart- 
ment is of the view that the standards and criteria that should be prescribed 
by Congress are those set forth above. A rate structure prescribed in accordance 
therewith, provided the Postmaster General continued his exclusive control 
over the movement of mail, would produce uniformity of rates for mail as in 
the case of all other traffic. would adequately compensate the air carriers, and 
would insure a true separation of subsidy from mail rates. 

Other features of the Senate bill require comment. As to the initial service 
rates for the transitional period, that is, the period from the effective date of 
the act to the date the Board actually prescribes service rates for the future 
(which should not exceed 1 year), these rates, too, should be fixed insofar as 













32 AIR-MAIL SUBSIDIES 


possible in accordance with the principles outlined herein. As to the provision 
establishing a minimum weight for air-mail dispatches, it is our view that such 
determination should be left to the expert agency. It might be noted, however, 
that the minimum weight of 15 pounds proposed in the Senate bill would result 
in substantial payments for fictitious loads in excess of the actual mail load 
carried. 

It is our mutual purpose to arrive at a realistic separation of subsidy from 
air-mail payments. To attain this objective, we submit that the approach taken 
in H. R. 9184, as passed by the House in the Eighty-first Congress, or in S. 436 
as originally introduced and referred to the Senate committee, should be adopted, 
with appropriate provisions expressly embodying the rate-making standards 
set forth at pages 4 and 5 of this letter to guide the Board is establishing mail- 
service rates. 

Advice has not yet been received from the Bureau of the Budget with respect 
to this report. As soon as such advice is received, your committee will be 
further informed. 

Sincerely yours, 
J. M. DonaLpson, Postmaster General. 


ee 


THE SeCRETARY OF THE TREASURY, 
Washington, February 27, 1952. 
Hon. Roserr Crosser, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

My Dear Mr. CHAIRMAN: Further reference is made to your request for 
Treasury Department views on S. 436, to provide for the separation of subsidy 
from airmail pay, and for other purposes. 

The bill would establish initial rates of compensation payable by the Post- 
master General for domestic transportation of mail. The Civil Aeronautics 
Board would be authorized to revise these rates from time to time under certain 
conditions. The Board would be empowered to fix rates of compensation for 
foreign air transportation of mail until July 1, 1953, such compensation to be 
paid by the Postmaster General. After that date the rates would be determined 
by the Postmaster General at (1) not to exceed rates for the same category of 
United States mail prescribed by the Universal Postal Union Congress, and (2) 
not less than rates paid by the United States to foreign carriers for similar 
service. 

In order to maintain and continue air transportation development, the Civil 
Aeronautics Board would be authorized to make subsidy payments to air car- 
riers authorized to transport mail by aircraft. These subsidy payments would 
be made from funds appropriated to the Board for that purpose. After June 30, 
1953, the Board would be authorized to contract with air carriers to make sub- 
sidy payments for a period of not more than 5 years with respect to foreign air 
transportation, and not more than 3 years with respect to interstate and over- 
seas air transportation. A contracting carrier would have to agree to pay the 
United States 50 percent of net profits exceeding an average of 10 percent per 
annum of the carrier’s capital investment used in or useful for such transporta- 
tion, but not more than the total subsidy payments received. 

The Treasury Department favors the principle of separation of the air carrier 
subsidy from the postal expenditures for the cost of transporting mail. Whether 
the proposed legislation would appropriately implement this principle involves 
matters outside the jurisdiction of the Treasury Department. The Department 
therefore is not in a position to comment generally upon the provisions of the 
bill. From a technical standpoint, however, it is noted that subsections 406 (g) 
(3) and (4), pages 12 and 13, provide for crediting repayments and payments 
received from carriers to appropriations made available for the purposes of the 
subsections. In order to avoid misunderstanding as to the appropriations in- 
volved, if it is intended that the credits shall apply to appropriations currently 
available at the time of receipt, it is suggested that such language be inserted in 
the last sentence of these subsections. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
G. H. Fo.rey, 
Acting Seerctary of the Treasury. 
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Civi_ AERONAUTICS BOARD, 
Washington, D. C., March 14, 1952. 
Hon. Rosert Crosser, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. CHArRMAN: This is in reply to your letter of September 21, 1951, in 
which you requested the Board to comment on S. 436 as passed by the Senate 
on September 19, 1951. 

The Board wishes to ufilize this further opportunity to reiterate its support 
of legislation designed to separate and identify the subsidy element now in- 
cluded in total airline mail pay pursuant to the provisions of the Civil Aero- 
nautics Aet of 1938. 

The Board has reviewed S. 436 as enacted by the Senate and agrees with and 
supports many of the essential features of that bill. However, it differs with its 
provisions in several important respects. The Board appreciates, of course, 
the importance of securing unanimity of opinion on a subject as controversial 
as this legislation, and has therefore tried to confine its Comments and recom- 
mendations to matters which have appeared to it to be important and concern- 
ing which it appeared agreement was reasonably obtainable. The Board has also 
borne in mind the need for provisions which would permit the Board to do an 
effective job in administering the program and achieving the objectives pre- 
scribed by such legislation. The following comments are submitted with these 
objectives in mind. 


COMPENSATORY MAIL RATES FOR DOMESTIC ATR TRANSPORTATION 


Section 406 (a) as amended by S. 456 initially establishes five classes of car- 
riers for compensatory rate purposes and prescribes the rates for each class. 
With the basic action thus taken, the Board is in accord. However, as you know, 
the Board has recently completed a study and program for the administrative 
separation of subsidy from mail compensation in the domestie field, which study 
was transmitted to your committee on September 30, 1951. This study is now 
being utilized by the Board as a basis for action in setting compensatory mail 
rates for carriers not requiring subsidy and in determining administratively the 
compensatory and subsidy portions of total mail payments to “need” carriers. In 
the light of this study the Board believes that an expanded classi ‘cation and 
a different schedule of rates would be more appropriate. This study is the 
product of much hard work and extensive experience, and the conclusions con- 
tained therein are the best that the Board is able to reach as of this time. 
Accordingly, the Board recommends that the number of classes and the schedule 
of rates found appropriate in the Board’s report on administrative subsidy separa- 
tion be substituted for the Classes and rates in the bill, and that no allowance 
be made for minimum poundage. In making this recommendation the Board 
desires to point out to your committee that its study had not been completed and 
was not available to the Senate at the time it enacted S. 436, and accordingly, 
that these specifie recommendations were never placed before the Senate 
committee. 

The bill does not contain a provision expressly empowering the Board to fix 
temporary Compensatory mail rates. The fact that the Board is expressly given 
the power in section 406 (g) (3) to make temporary subsidy payments suggests 
that the omission of such a provision with respect to compensatory rates was 
deliberate. Rate proceedings when contested are frequently very protracted 
and there will be occasions when delaying an adjustment in rates prior to 
completion of the proceeding to fix a final rate will work a substantial hardship 
ona carrier. On the other hand, current experience has demonstrated that in 
times of prosperity, compensatory rates may become too high, with possible over- 
payminent to the carrier during the course of a proceeding to lower such rates, 
and the necessity of requiring the carrier at the end of the proceeding to repay 
substantial sums to the Government. This latter is obviously a situation to be 
avoided if reasonably possible to do so. Experience has shown that the power to 
fix temporary rates pending final action has been a very useful administrative 
(ool for the accomplishment of the objectives of the Civil Aeronautics Act, and 
the Board believes it should be included in the legislation under consideration. 
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COMPENSATORY MAIL RATES IN FOREIGN AIR TRANSPORTATION 


Perhaps the most significant question under S. 436 is that presented by sec 
tion 406 (d), in which provision is made for determining the compensatory 
mail rates to be paid United States carriers engaging in foreign air-maii trans 
portation on a totally different basis than is provided in section 406 (a) with 
respect to domestic transportation. With respect to foreign air transportation, 
the Postmaster General rather than the Civil Aeronautics Board is authorized to 
fix the rates to be paid United States carriers. No standards are prescribed (« 
guide the Postmaster General, but certain limits within which the Postmaste: 
General can act are set forth. The consequence of these limitations appears to 
the Board to be to require the Postmaster General to fix such rates without any 
necessary or appropriate relation to the cost of providing the service or to other 
standards which might be deemed appropriate and, indeed, to a considerable 
extent to place in the hands of foreign countries the power to fix the minimum 
rates below which the Postmaster General cannot go in fixing the compensatory 
rates to be paid by this Government to United States carriers. 

Under the provisions of section 406 (d), the compensatory mail rates for foreign 
air transportation are in practical effect tied to the rates established by the 
Universal Postal Union. This is a consequence of the fact that, although the 
UPU rates are maximum rates, and the Postmaster General by section 406 (d) 
is permitted to go below such rates to the extent that the rates charged the United 
States by foreign air carriers for the transportation of mail are less than the 
UPU maximum, in practice the rates so charged have almost invariably been the 
maximum permitted by the UPU rates. 

It seems clear that legislation based on this concept will not achieve the 
objective of separating and identifying fully the compensatory and subsidy ele 
ments of payments to carriers in the foreign field. This is because the UPU 
rates, which are arrived at by negotiation among the countries who are members 
of the UPU, do not reflect any necessary relation to appropriate rate-making 
standards. For some years the United States has, for example, consistently 
sought to maintain the UPU rates at as high a level as possible because it is to 
the advantage of the United States to do so. Since the United States-flag car- 
riers carry far more foreign mail than foreign-flag carriers carry United States 
mail, there is a balance in favor of the United States, and the higher the rates, the 
greater such balance. In recent years it has been some $8,000,000. 

Since the UPU rates are not based on sound rate-making principles, their use 
as a basis for determining compensatory mail rates would tend to defeat the 
very objective of subsidy separation legislation. This is best illustrated, per 
haps, by the fact that some United States international carriers, were they to be 
paid mail pay today at the current UPU rate, would receive more total mail pay 
under such allegedly compensatory rate than they now in fact receive under the 
need provisions of the Civil Aeronautics Act. There is attached as appendix A 
a table comparing (1) the mail paymencs received by our international carriers 
for the calendar year 1950, and (2) the mail payments they would have received 
during the same period under the UPU rates now in existence. As examination 
of this table will also reveal, although some carriers would have been paid more 
than their need, others would have been paid less and would have required supple- 
mental subsidy payments. 

It is not apparent to the Board why the standard for fixing domestic mail rates 
set forth in section 406 (a), which seems eminently fair, should not be applied 
also in determining the compensatory rates to be paid United States air carriers 
for the foreign transportation of mail. It seems obvious that, to the extent that 
the rates established under 8S. 436 depart from rates which represent compensa- 
tion determined on the basis of rate-making principles, the general objectives 
of separating subsidy from compensatory pay will not have been achieved. 

The Board therefore urgently recommends that any legislation providing for 
the separation of subsidy from compensation in respect to United States flag car- 
riers in foreign air transportation, should provide for such separation on the same 
basis as for domestic transportation, namely, on the basis of the experiences and 
projected costs for mail transportation services under honest, economical, and 
efficient management. 

As already noted, 8. 436 authorizes the Postmaster General to fix rates in for- 
eign air-mail transportation. Historically, one of the primary reasons for the 
creation of the Civil Aeronautics Board was to unify all powers relating to air 
transportation in a single agency. This sound principle should not now be aban- 
doned in the rate-making field unless there are compelling reasons for so doing. 
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In the Board’s opinion there are no such compelling reasons. On the contrary, 
all arguments support the idea of unifled control. It will avoid substantial dupli- 
cation, take advantage of the Board’s greater experience in rate matters, and 
provide a more equitable method of fixing rates than would vesting such power 
in the person utilizing the services. To vest such a rate-making power in an 
executive department rather than a regulatory agency would reverse the estab- 
lished trend in this field. The Board therefore urges that sound administrative 
practice requires it rather than the Postmaster General be empowered to fix 
compensatory rates for United States international carriers. 

There is no provision for fixing temporary Compensatory rates for foreign air 
transportation, either for the period prior to July 1, 1953, or thereafter, For the 
reasons urged above with respect to domestic compensatory rates, we urge that 
there be included appropriate provision giving the power to fix temporary com- 
pensatory rates for carriage in the international field pending determination 
of final rates. 


SUBSIDY PAYMENTS FOR ESSENTIAL AIR TRANSPORTATION 


Section 406 (g) of the bill provides that the Board is “empowered” to grant 
subsidy upon fulfillment of the conditions specified therein. While it is the 
Board's belief that the subsidy provisions read as a whole intend to provide that 
onee a carrier has sustained the burden of proving need for subsidy payments 
for essential air transportation, that the Board would have no choice but to grant 
subsidy, it is further believed that this is a matter of such importance that it 
should be clarified and made certain by the addition of the usual words “and 
directed” after the word “empowered” in section 406 (g) (1). This will avoid 
any question with respect to this point. 

Section 406 (g) (1) further appears to make no provisions for adjustment of 
rates either upward or downward during the period initially fixed by the Board 
after notice and hearing. It is believed that this is too inflexible a rule and will 
tend to defeat itself. It will be noted that the Board has the power to fix the 
period of duration of subsidy payments. If there is no opportunity for adjust- 
ment during that period, the Board will, of necessity, in order to avoid burden- 
ing the Government with possible overpayment or subjecting the carrier to pos- 
sible underpayment, have to fix relatively short periods of duration. This will 
necessitate frequent proceedings by the Board and will deprive the carrier of the 
benefits of reasonable assurance of a given level of subsidy income. The Board 
believes, therefore, that provision should be made whereby the Board may, upon 
a finding that there were changed conditions or circumstances which could not 
reasonably have been foreseen, adjust such subsidy payments either upward or 
downward, after notice and hearing, during the period for which such payments 
were initially fixed. 

The Board also invites the committee’s attention to the revised statutory ob- 
jective for the payment of subsidy as set forth at the beginning of section (2) (1) 
This language departs from a similar provision in the present act and in H. R. 
9184. While the Board believes that the intent of the change is to clarify existing 
law, it is of the opinion that such change is unnecessary and may give rise to 
interpretative difficulties. For these reasons it is recommended that the phrases 
“(inelnding the introduction of new and improved types of commercial aircraft)” 
and “the economic development” be eliminated from this paragraph 

Section 406 (g) (4) provides that the Board may upon petition of a carrier 
enter into a contract with such earrier to pay its subsidy payments in accord- 
ance with the determination made in a proceeding under section 406 (2) (1). 
Such contract may not exceed 5 vears in the case of foreign air transportation 
and 3 years in the case of domestic transportation, and may in either instance, 
of course, be for shorter than the maximnm periods. Whether the Board utilizes 
this power is optional within the sound discretion of the Board under all the 
circumstances. In view of the optional nature of this provision, the Board will 
not object to retention of this provision in the legislation. It does believe, 
however, that in this case also provision should be made, which is not now the 
case, for npward or downward adiustment of the subsidy payments during the 
period covered by the contract. if there are changed conditions or circumstances 
A similar provision is contained in the Merchant Marine Act of 1926 (27 U.S. ¢. 
1176). 

Subject to the foregoing comments as to its views with respect to the appro 
priate provisions of such legislation, the Board urges the adoption of levisla- 
tion which accomplishes the basic purposes of S. 436 and believes that those 











36 AIR-MAIL SUBSIDIES 


provisions not specifically commented on above are entirely adequate to accom 
plish that purpose. 

While the Beard has been advised by the Bureau of the Budget that there 
would be no objection to the submission of these views, that Bureau has 
stated that S. 436 would be in accord with the program of the President on), 
if certain further amendments were made to the bill. The Bureau of the 
Budget has requested that the House Committee on Interstate and Foreign 
Commerce be informed of these amendments, and accordingly there is attached 
hereto, as attachment 1, all the amendments recommended by that agency. 

Sincerely yours, 
Donatp W. Nyrop, Chairman. 

Attachments. 


AppeNpDIx A.—United States air mail carriers in international service, actual maj! 
pay compared with mail pay computed at UPU rates (12 months ended Dev 
31, 1950)? 

[Thonsands]} 
United States mail revenues Difference 


As estimated 


Peat at Universal | Actual over Estimated 
Actual Postal Union| estimated over actua 
rates * 
American $93 $2 $244 
AOA 2, GS 3, 282 
Braniff 1, 87 194 $1, 738 
Chicago & Southern rs 1,515 sh 1, 429 
Colonial. : 315 16 299 
Eastern E , i 254 | 18S 
National ____._-_-- pete 54 39 15 
Northwest _ - ; oR 4, 466 6, 006 1, 540 
Panagra.. nee 2, 604 1, 006 1, 598 | 
_; ieme weetelp 9, 070 8, 521 549 
United. ___- ise ‘ rx 496 1, 904 | 1, 408 
Pan American 
Alaska 1, 306 1. 233 73 
Atlantic 10, 735 9, 235 1, 500 
LAD 7, 224 8, 274 1,000 
Pacific. 11,719 16, 899 5, 18 
PAA total ? 3, 975 35. #41 
Grand total all carriers 54. 572 57, 716 2.744 


} For the purpose of the following comparison, the UPU rates employed are as follows 
U.S. Mail, letter, $2.86 ton-mile 
U. 8. Mail, parcel post, 7144 cents ton-mile. 
? Represents United States mail revenues adjusted under Board orders through Apr. 11, 1941 
3 Based upon the rates shown in footnote 1 and the foreign mail ton-miles reported on forms 41 filed wit! 
the Board. 


ATTACH MENT 1.—BvureEAU oF THE BupGet’s RECOMMENDED AMENDMENTs TO 8S. 436, 
AS PASSED BY THE SENATE 


1. Delete the provisions in proposed section 406 (a), establishing specific 
compensatory mail rates for domestic transportation, and establishing a mini- 
mum weight per mail dispatch. Insert in lieu thereof language authorizing the 
CAB to establish mail rates for both domestic and international operations, 
based on “the experienced and projected costs, under honest, economical, and 
efficient management, fairly assigned and apportioned to mail transportation 
services rendered or to be rendered, including a fair return on that portion of 
the total investment which is used and useful in the mail service.” 

2. Insert a provision in proposed section 406 (a) indicating that the burden 
of proof in any compensatory mail rate proceeding shall be upon the petitioner. 

3. Insert a provision in proposed section 406 (a), to permit presently estab- 
lished compensatory mail rates to remain in effect after enactment of this legis 
lation, until one of the affected parties petitions for a revised rate, or until the 
sjoard on its own motion proposes to establish a revised rate. 

4. Insert a provision in proposed section 406 (a), to authorize the CAB to 
establish temporary mail rates, subject to retroactive adjustment either upward 
or downward at the time final rates are established. 
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5. Delete proposed section 406 (d), relating to the establishment of rates for 
the international air transportation of mail. 

6. Delete lines 5 through 25 on page 10, and lines 1 through 17 on page 11, and 
substitute therefor the following portion of H. R. 507: lines 8 through 25 on 
page 4, and lines 1 through 17 on page 5. 

7. Delete proposed section 406 (g) (4), authorizing the establishment of 
subsidy contracts, 

8. Amend section 4 of the bill (p. 14), so as to permit the Postmaster General 
to use surface transportation in situations where air transportation would not 


expedite the delivery of mail significantly. 


TREASURY DEPARTMENT, 
Washington, March 21, 1952. 
Hon. ROBERT CROSSER, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

My Dear Mr. CHAIRMAN: Further reference is made to your request for the 
views of the Treasury Department on H. R. 506, to provide for the separation of 
subsidy from air-mail pay, and for other purposes. 

The bill would authorize the Civil Aeronautics Board to make subsidy payments 
to air carriers in amounts determined by the Board to be essential for the main- 
tenance and development of air commerce for the national defense, the commerce 
of the United States, or the postal service. These subsidy payments would be 
made from funds appropriated to the Board for that purpose. Compensation for 
the transportation of mail by aircraft would be payable by the Postmaster General 
at rates, determined by the Civil Aeronautics Board, not to exceed the necessary 
cost to the air carrier plus a fair return. Under standards prescribed by the 
Board, air carriers would be required to keep separate accounts for transporta- 
tion of passengers, freight, express, and mail. The annual report to Congress of 
the Civil Aeronautics Board would include data relative to the mail and subsidy 
payments and an analysis of the bases upon which each mail payment and 
subsidy payment was provided. The Board would be required, by July 1, 1951, 
to submit a report to Congress on what aggregate sums would be required during 
each of the five ensuing fiscal years to provide compensation for the carriage of 
mails by air and provide for payment of essential subsidy. 

The Treasury Department favors the principle of the separation of the airline 
subsidy from the postal expenditures for the cost of transporting mail. This was 
recommended by the President in his budget message of January 15, 1951, and 
was recommended again in his budget message of January 21, 1952. Whether 
the proposed legislation would appropriately implement this principle involves 
matters outside the jurisdiction of the Treasury Department. The Department 
therefore is not in a position to comment upon the specific provisions of the biil 
and does not wish to present testimony at the hearings before your committee. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to your committee. 

Very truly yours, 
E. H. Forey, 
Acting Secretary of the Treasury. 


THE SECRETARY OF COMMERCE, 
Washington, March 27, 1952. 
Hon. Rosert CROSSER, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatiwwes, Washington, D. C. 

Dear Mr. CHAIRMAN: In response to your request of September 21, 1951, on 
the subject of S. 436, the Air Mail Subsidy Act, I am submitting the following 
comments, in supplement to my comments on the subject of S. 436 in its earlier 
form which appears in the heurings of the Senate Interstate and Foreign Com- 
merce Committee, pages 119-123, a copy of which is enclosed. We favor prompt 
enactment of legislation which will effectively separate proper costs of render- 
ing air-mail transportation from subsidy payments and believe that S. 436, 
amended as suggested below, is in furtherance of such salutary objective. 

The view of this Department remains, as presented to your committee in the 
EKighty-first Congress and substantially as adopted by the House in H. R. 9184, 
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passed December 11, 1950, that separation of cost from subsidy should be based 
on fully distributed costs related to the respective services, including mail 
service, of air carriers under actual conditions of efficient management, and not 
on any other basis. This treatment should be the same for both domestic and 
United States international flag carriers, except that a reasonably deferred 
effective date may be appropriate for the latter. 

We are opposed as a matter of principle to legislative rate-making as con- 
tained in section 406 (a) (1) and for that reason oppose the inclusion of specific 
rates and the 15-pound minimum-tender provision contained therein. However, 
in the interest of certainty for the airlines we are not opposed to the bills con- 
taining a provision providing that rates determined according to present law by 
the Board shall remain in effect until superseded by new rates established 
under the standard of fully distributed cost within a reasonable time. 

The provision allowing the Civil Aeronautics Board to make a classification 
of carriers and thereby making it probable that low-rate and high-rate carriers 
would be competing fer mail traffie would probably cause conflict with the 
principle that the Postmaster General should be allowed to handle his traffic 
by the most economical means. To overcome such a conflict the Civil Aeronautics 

joard should have sufficient latitude to establish mail rates by areas, routes, 
route segments, or other similar categories as is provided in amended 416 (a) 
thereby establishing rates for rendering service on such bases rather than being 
restricted to the basis of systemwide rates by individual air lines. . In any 
event, the latter should not be precluded from meeting lower rates of competi- 
tors. Such an arrangement would allow the Postmaster General to operate in a 
businesslike manner. 

We strongly oppose the provisions of proposed section 406 (d) insofar as they 
would substitute arbitrary or uneconomic bases for rates on international mail 
operations for the sound approach of fully distributed cost of service as rend- 
ered. The Universal Postal Union rates, and those paid to foreign air carriers, 
might in practice become maxima and minima even though greatly exceeding 
cost. We bave considered carefully the arguments made in favor of such al- 
ternative basis for international service, but believe that the objective of ac- 
complishing real subsidy separation in this field outweighs such considerations. 

The optional provision for subsidy contracts on a term basis contained in 
proposed section 406 (zg) (4) should also be omitted, to avoid inference of con- 
gressional direction or encouragement of their use. Such contracts have not 
heen necessary to effective subsidization of carriers in the past. 

Concerning procedure, this Department would favor continuing the mail-rate 
determination power in the Civil Aeronautics Board (instead of partial transfer 
to the Postmaster General as proposed) as the specialized body already equipped 
to administer such provisions. While interested communities should be secured 
the right to adequate representation in some form, a matter treated in para- 
graph (2) of proposed section 406 (zg), it would appear proper that the details 
of the form of participation might well be left with the Board, in the interest of 
efficient administration. 

We note with approval the langauge of proposed section 406 (g¢) (5) as 
amended, prohibiting gratuities by carriers to Government officers or employees. 
We also urge the Congress to confirm provision for regular reporting by the 
soard of service mail and subsidy payments, respectively, together with adequate 
explanation thereof. 

For present purposes, this will serve as the Department's comments on the 
bills now in hearing before your committee, but if we can be of any further 
assistance to you in this matter, please call upon us. 

We are advised that the Bureau of the Budget will interpose no objection 
to the submission of this report. 

Sincerely yours, 
CHARLES SAWYER, 
Secretary of Commerce. 


STATEMENT OF SECRETARY OF COMMERCE CHARLES SAWYER BEFORE THE COMMITTEE 
ON INTERSTATE AND FOREIGN COMMERCE OF THE SENATE JUNE 27, 1951 


Gentlemen, IT am glad to appear before you in general support of legislative 
proposals designed to provide for the separation of subsidy from air-mail pay. 

In substance, the position of the Department of Commerce in this matter is 
that separation of subsidy payments to air carriers and payments for carrying 
the mail should be made at the earliest possible moment. This position was set 
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forth by me to the Eighty-first Congress in testimony on legislative proposals 
similar to those under consideration today, and in the transportation report 
which I prepared for the President. Today, I reaflirm this position. I believe 
that subsidy payments to all forms of transportation including air carriers should 
be identified. 

The carriers should receive a fair compensation for carrying the mail. This 
means a rate sufficient to cover the actual cost of carrying the mail plus a fair 
return on that part of the investment used or useful in the mail service. Any 
Government payments to the carriers in excess of this amount should be labeled 
for what they are—subsidies. 

If the present system of payments is to be revised, it is clear that a new 
standard must be developed for air-mail payments, which are to be made ex- 
clusive of the separate subsidy payments. In my opinion, the cost of rend- 
ering the service is the most satisfactory standard. Since the Government 
is the sole tender of air-mail, and, a captive customer of the airlines, value of 
service considerations which might conceivably be appropriate in the case of 
commercial traffic certainly should not be applied so far as air-mail rates are 
concerned. The service which the Government receives should be designated by 
the Post Office and should be paid for on the same basis applicable in other sit- 
uations where competition is not possible, namely, cost plus a reasonable return 
on the investment used and useful in rendering the service. 

Traditionally the Federal Government has at one time or another extended 
subsidy to new forms of transportation. At the present time the air carriers 
are the only furnishers of transportation which receive substantial subsidies 
through the mechanism of mail payments. Mail payments to surface carriers 
and to steamship lines are not generally regarded as containing any large ele- 
ment of subsidy. Prior to 1936, steamship lines were subsidized through the 
mechanism of mail payments, but this system was replaced by the direct operat- 
ing and construction subsidies provided for by the Merchant Marine Act of 
1936. I believe it is generally agreed that the change from mail subsidies to 
direct subsidies in the shipping field has represented an improvement in the 
payment for mail services. It is now possible to estimate with much greater pre- 
cision the amount of Government aid which is being made available to this 
particular form of transport. 

In urging the elimination of subsidy payments from the air-mail payments 
which are granted the airlines, the Department is merely proposing that mail 
payments shall not be used as a means of subsidizing any form of transportation. 
Some subsidies will probably be required for some time to come until the in 
dustry reaches a state of economic self-sufficiency, but these payments will at 
least be identified for what they are and information will be available con 
cerning the nature and extent of Government assistance to the air-carrier in- 
dustry. Such information is essential as a basis for making informed decisions 
concerning the extent of the aid which should be granted to any particular 
form of transportation and will be of assistance in enabling the executive and 
legislative branches of the Government to arrive at a proper balance with respect 
to promotional programs for all forms of transportation. 

There are pending before this committee four bills for the general purpose 
of separation of air-mail pay from subsidy. SS. 535 would provide generally for 
the allowance of construction and operation differentials and for subsidy for 
the purpose of meeting assistance given to foreign operators. The subsidies 
presently being paid to the air lines are essentially developmental and a sub- 
sidy, based on operational and construction differentials, or a subsidy which 
matches assistance given by foreign nations may bear no relation to the national 
need for air transportation services. The United States is the largest exporter 
of aireraft, indicating that American transport aircraft are competitive with 
foreign constructed aircraft and, therefore, that no reai construction dif- 
ferential exists. Obtaining adequate information necessary to carry out a pro- 
gram hased on construction and operation costs of foreign carriers would 
be difficult. Furthermore, this proposal, patterned generally on the mari- 
time subsidy program, would apply only to the international carriers, and 
since the benefits to be derived from separation would, in my opinion, be re- 
flected more promptly in the domestic field, I believe that another of the bills 
pending should be selected for congressional approval. 

S. 1657 appears to be intended to resolve the immediate problem of separation 
by establishing either the rate or a rigid formula for arriving at the rate to be 
paid for three classes of domestic carriers and for foreign transportation as a 
class. These rates would be effective until July 1, 1955. I have indieated my 
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belief in the cost standard for the payment fo1 mail services. The rates set by 
S. 1657 for the period from its enactment to July 1, 1955, may or may not con- 
form to this standard in the aggregate and would almost certainly not conform 
to a cost standard when applied to individual carriers. S. 1657 has considerable 
appeal because of its definiteness ; however, under this bill, a carrier through no 
particular merit may obtain payments greatly in excess of its cost of providing 
mail service, while another carrier through no fault of its own but because of its 
route structure and pattern may receive mail payments that fail to meet the cost 
of rendering such service. In the latter case it is probable that the carrier could 
successfully contest the rate as confiscatory. Furthermore, history has demon- 
strated the generally unsatisfactory results which usually flow from establish- 
ment of rigid rates by legislation. 

The imposition of a cost-accounting system which would require the day-to-day 
allocation of costs to communities served by a carrier would impose a tre- 
mendously expensive burden on the carriers and should be evaluated carefully 
to assure that the benefits therefrom justify the substantial costs involved. The 
problem of weighing the subsidy against the possible abandonment of service to 
a particular station should be resolved, not by balancing revenue against system- 
wide costs allocated to the particular station but by balancing the additional 
costs incurred by the air carrier in providing such service. I conclude, therefore, 
that the information which would be developed by this requirement of the bill 
would not be of material assistance to the Board in resolving this problem. 
Reoceurring investigations of the over-all subsidy as it relates to individual 
communities are valuable, but I do not believe that a continuous detailed alloca- 
tion of such costs is warranted. 

The two remaining bills, S. 436 or S. 1137, appear to us to set forth most nearly 
the basis and procedure which we believe should be undertaken in this matter. 
We have, as a matter of convenience, directed our remarks to S. 436. We have 
examined the proposed amen(ments recommended by the Civil Aeronautics Board 
in testimony already presented to this committee, and we urge that the bill 
amended in accordance with these recommendations be approved by the Congress. 

The amendment establishing the cost standards appears to me to clarify the 
standards and at the same time to allow snfficient administrative flexibility. 
The amendment limiting payment of subsidy to carriers authorized to transport 
mail is consistent with present practices. The principal purpose of the present 
proposal is to authorize the separation of subsidy not to expand the classes of 
earriers eligible for subsidy. I believe that this controversial question should 
be fully conidered and resolved independently. I am advised that the Bureau of 
the Budget has recommended an amendment to section 5 (a) which would avoi( 
the intermingling of responsibility between the legislative and executive branches 
of the Government for selection of persons or organizations to carry out studies 
necessary to the separation. Such an amendment appears appropriate. 

S. 436 would provide that payments for the carriage of air mail will be paid 
by the Post Office at rates determined by the Civil Aeronautics Board. Payments 
to assure the continuation of essential aircraft operations would be paid by the 
Civil Aeronautics Board. The Department believes that making subsidy pay- 
ments a direct charge against the appropriations of the Board is a definite im- 
provement over the present system. It certainly seems logical that the agency 
which is responsible for determining the extent of air-transportation subsidies 
which are justified in the public interest should be required to justify its deter- 
minations when seeking appropriations to pay the subsidies. Moreover, remov- 
ing the burden of air-mail subsidies from the Post Office Department will assist 
in placing postal services on a businesslike basis. 

Certain difficulties will be encountered in ascertaining the costs of carrying 
different types of traffic, and for this reason I believe that the Board, which 
under the bill is to make the determination, should have a reasonable time to 
make determinations of cost of carrying the mail before the new system of pay- 
ments is put into effect. The bill would set the effective date as March 31, 1952. 
We believe that sufficient time should be allowed from the date of enactment of 
legislation affixing responsibility on the Board for separation. While such 
determinations involve some difficulty, it is clear that they are essential to sound 
reguiation and should be made on a continuing basis by the Government. I think 
it desirable, therefore, that the Congress should decide immediately that subsidies 
and payments for the transportation of air mail are to be separated and direct 
the Board to proceed with its compensatory rate determination on the basis of 
that decision. 
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The problem of compensatory mail rate determination in the field of air 
transportation appears to be more difficult than in other fields of transportation 
in which cost studies have been made for years. The Department of Commerce 
is aware that the Board has, during the time which has elapsed since the con- 
sideration of legislative proposals for this purpose by the Eighty-first Congress, 
undertaken extensive investigations of the cost of mail services. In this inves- 
tigation the Board has been guided by the techniques for cost determination 
developed by the Interstate Commerce Commission in connection with both rail 
and motor carriers. 

Upon completing these investigations the Board should be in a position to 
establish air-mail rates for individual carriers or preferably for groups of 
carriers in the same general classification on the basis of the cost of performing 
the service plus a reasonable return on the investment in facilities used and 
useful for rendering the mail service by the carrier. Once the initial cost inves- 
tigations have been made, it is expected that they will be kept up to date through 
periodic revisions taking into account any significant changes in cests. 

In view of the concern that has been voiced with respect to possible effects 
on the national security of separation of payments to our international carriers, 
I have given special consideration to this aspect of the problem. I am advised 
that the President has stated that he favors prompt enactment of legislation 
providing for full scale formal separation for these carriers but that in view 
of the difficulty of accomplishing subsidy separation simultaneously for all 
carriers, he would interpose no objection to the Board's undertaking the separa- 
tion in the domestic field first providing that international separation is not 
delayed for more than 1 year from the effective date of the legislation. I am in 
accord with this decision. The perplexing problems in the international field 
can best be resolved, in my opinion, in the light of experience gained in the 
domestic field. I am not persuaded that setting forth the subsidy allowed, on 
the basis of individual carriers or major divisions thereof, would have a serious 
effect on our national security. Adequate authority appears to exist in Section 
1104 of the Civil Aeronautics Act of 1938 to provide against public disclosure 
of injurious detail in the course of a hearing before the Board. 

In summary, I urge the prompt enactment of legislation authorizing the sepa- 
ration of air-mail pay from subsidy for both domestic and international carriers. 
I believe that S. 436, if amended in accordance with the recommendations of 
the Civil Aeronautics Board and the Bureau of the Budget, would provide ade- 
quate authority for such a separation. Consideration should also be given to 
amending the bill to provide that the separation with respect to the international 
carriers may be deferred until the domestic separation is effective. I believe 
that passage of such a bill would represent a definite step forward toward placing 
the Government’s promotional program on a sound basis and would be of definite 
assistance to the Administration and to the Congress in evaluating the benefits 
being received from the Government's air-transportation subsidy program. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE Bupcet, 
Washington, D. C., April 7, 1952. 
Hon. Rosert CROossER, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D. C. 

My Dear Mr. CHAIRMAN: This is in reply to your letter of March 15, 1952, 
regarding legislation to separate airline subsidy from mail pay. 

The objective of separating airline subsidy from mail pay is strongly favored 
by the President. In his budget message for each of the past 3 years, the Presi- 
dent has recommended the prompt accomplishment of this reform. There are 
a number of important considerations favoring the separate provision of airline 
subsidy. First, and most fundamental, is the right of the public to know the 
cost of any program which it is financing. A closely related consideration is the 
need of Government agencies, the President, and the Congress to have continuing 
information on, and an annual review of, the amount being spent for airline 
subsidies. Policy decisions affecting the development of civil aviation frequently 
require a balancing of anticipated benefits in relation to costs. Clearly, the avail- 
ability of data on airline subsidies would assist in the sound formulation of such 
policies. Airline subsidy separation would also result ir a more meaningful 
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budgetary presentation for the postal service. Finally, it seems probable that 
the public identification of subsidy would provide some increased incentive tv 
airline management to achieve maximum efficiency and economy of operations. 

Your letter of March 15 particularly requested an indication as to the particular 
bill which this Bureau feels would most suitably accomplish the objective of 
subsidy separation. On June 25, 1951, this Bureau submitted a report to the 
Senate Committee on Interstate and Foreign Commerce, commenting on bills on 
this subject pending before that committee. In that report, this Bureau favored 
enactment of S. 436, with certain amendments of a technical and clarifying 
nature. 

As subsequently passed by the Senate, S. 436 incorporates some of the amend- 
ments suggested by this Bureau. However, it also contains a number of basic 
substantive changes, some of which appear undesirable. After careful consider- 
ation of this legislation, and discussions with other interested executive agencies, 
it is the view of this Bureau that the most suitable form of legislation in this 
field would’consist of portions of S. 436 as originally introduced, and portions 
of that bill as passed by the Senate. For the convenience of the committee, 
there is attached a suggested revision of S. 486 which reflects the combined views 
of the agencies principally concerned with this legislation. Enactment of S. 436, 
as thus amended, would be in accord with the program of the President. It 
should be noted that the bill, in the form recommended, would be similar in basic 
principle to the bill passed by the House during the Eighty-first Congress (H. R 
9784), and to H. R. 508 and several other bills now pending before your committee 

I should like to indicate briefly several of the main changes from 8S. 436, as 
passed by the Senate, which are incorporated in the attached revised draft, and 
the reasons for these suggested changes. Certain other recommended changes, 
which are also incorporated in the attached draft bill, have already been explained 
in the testimony presented to your committee by the Civil Aeronautics Board and 
the Post Office Department. Unless otherwise specified, references to S. 436 in 
the following discussion will relate to the bill as passed by the Senate. 


1. INTERNATIONAL MAIL RATES 


S. 436 provides an unsound basis for establishing service mail rates for inter 
national carriers. Whereas domestic rates would be established by the CAB on 
the basis of cost, international rates would be established by the Postmaster 
General in relation to rates paid to foreign airlines. Specifically, the bill pro 
vides that the Postmaster General shall establish such international air-mail 
rates so as not to exceed the maximum level of rates prescribed by the Universal 
Postal Union, nor be less than the rate paid by the United States to foreign 
carriers for similar service. These provisions are objectionable for a number 
of reasons. First, the cost standard for establishing compensatory mail rates, 
which was strongly favored by the House Committee on Interstate and Foreign 
Commerce during the Eighty-first Congress, appears to be the most valid basis 
for establishing mail rates for all carriers, international as well as domestir 
Secondly, the maximum rate levels prescribed by the UPU are determined by) 
processes of international negotiation, and do not bear any close relationship to 
rates that would result from normal regulatory proceedings. The present UPU 
rate appears to be well above a reascnalle cost level for providing mail service 
and in fact exceeds the actual rate (including subsidy) that has been established 
by the CAB for some of our international airlines. To classify any such rate as 
“compensatory” would in effect result in a continued payment of subsidy unde 
the guise of service rates. Thirdly, the rates paid by this Government to for 
eign carriers (which under 8S. 436 would become the floor for rates to be paid 
to United States carriers) are set by the foreign governments concerned. Thus, 
S. 436 would have the effect of giving to foreign governments the contro! over 
rates which the Post Office would have to pay to United States carriers. Finally, 
the proposed transfer of rate-making authority from the CAB to the Postmaster 
General would be inconsistent with the general practice of placing such authority 
in specialized regulatory agencies. Both the CAB and the Postmaster General 
oppose this proposed transfer. 

For the above reasons, this Bureau strongly reconimends against the adoption 
of the international mail rate provision of S. 436, as passed by the Senate. We 
recommend instead that both international and domestic mail rates be estab- 
lished by the CAB, on the basis of cost. 
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2. INITIAL MAIL RATES FOR DOMESTIC CARRIERS 


Section 406(a) (1) of 8. 436 establishes five classes of compensatory mail rates: 
for domestic carriers (ranging from 45 cents to $1.80 per ton-mile), which 
would take effect immediately upon enactment of this bill. Although the bill 
would permit the CAB to make necessary modifications in this rate scale at 
anytime after enactment, this Bureau nevertheless feels that it is undesirable 
to prescribe in legislation the specific rates of compensation for handling mail. 
For many years, the Congress has found it appropriate to delegate the complex 
function of rate regulation to specialized agencies such as the CAB. In so 
doing, the Congress has set forth the basic policies to be followed, but has 
permitted the regulatory agencies to determine the detailed application of such 
policies to the varying circumstances of individual cases. This general pattern 
appears to be the most workable and equitable method of handling the difficult 
problem of rate regulation. Accordingly, this Bureau recommends against the 
inclusion of specific rates in this bill. 

In this same connection, this Bureau opposes the provision of S. 4836 which 
would assume a minimum mail dispatch of 15 pounds to each point, for purposes 
of determining the mail compensation to be paid to the airlines. It is by no 
means clear that any such minimum poundage bears a proper relationship to 
cost of handling mail. In any event, for reasons indicated above, it appears 
desirable to leave any such determination to the normal regulatory processes of 
the CAB. 





3. 





SUBSIDY PROVISIONS 





GENERAL 








Section 406 (g) (1) and section 406 (¢) (2) of S. 436, which prescribe the 
standards for determining subsidy payments to the airlines, contain a number 
of questionable features. For example, these sections fail to authorize the 
CAB to initiate, on its own motion, proceedings to review existing subsidy 
rates. Furthermore, the purposes for airline subsidy, as set forth in the bill, 
differ from the purposes now specified in the Civil Aeronautics Act. The 
language in the bill implies a more liberal basis for airline subsidy, although 
it is noted that the report of the Senate Committee on Interstate and Foreign 
Commerce indicated ho intention to alter the basic objectives of airline subsidy. 
To avoid future confusion on this point, it would seem desirable to adhere to 
the existing language in the Civil Aeronautics Act, with which there has been 
considerable experience. 

For these and other reasons, it appears desirable to adopt subsidy provisions 
substantially similar to those contained in S. 436 as originally introduced, 
rather than those contained in the bill as passed by the Senate. 





4. SUBSIDY CONTRACTS 








Section 406 (2) ¢4) of S. 486 authorizes the CAB to enter into contracts 
with air carriers, agreeing to provide subsidies for periods of up to 5 years 
for international carriers, and 3 years for domestic carriers. In such con 
tracts, the carriers would have to agree to pay to the Government one-half of 
any net profits in excess of a 10 percent return on investment, up to the amount 
of subsidy that had been received. 

This section appears to be patterned generally upon the subsidy contracts 
authorized for shipping companies under the Merchant Marine Act of 1936. 
However, the differences between maritime and airline subsidies appear to 
make such contracts unsuitable in the case of aviation. Shipping subsidies 
are designed to offset the lower cost of foreign operators, and, while the exact 
cost differential may change from year to year, there appears to be no pros- 
pect of such differential disappearing completely within the period of the 
subsidy contracts, Airline subsidies, on the other hand, are intended to pro 
vide the carriers with the amount of revenue required for their sound economic 
growth. Recent experience indicates the extent to which the financial needs 
of the airlines can change sharply within a very short period of time. During 
the past vear, the CAB has been able to remove from the subsidy category 
several airlines who only 2 years previously were faced with serious financial 
difficulties, Future changes of this character cannot be foreseen with any 
assurance, and it is therefore difficult to see how the Government can reason 
ably be committed in advance to the payment of subsidies which may no longer 
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be needed by the time the subsidy contract expires. If, on the other hand, th: 
contracts were to be worded so generally as to permit the Board to adjus: 
subsidies freely with changing needs, and in fact to eliminate them completely 
when no longer required, it is difficult to see how such contracts would have 
any real meaning. In any event, it is not clear how the obligations tha: 
might be incurred under these contracts would relate to congressional action 
on subsidy appropriations for the CAB. 

Since subsidy contracts do not appear necessary in the field of aviation, 
and since they may potentially involve the Government in substantial financial 
commitments in excess of actual future needs, this Bureau urges deletion 
of this provision of S. 436. 

If this Bureau can be of further assistance to your Committee, please let 
ine know. 

Sincerely yours, 
F. J. Lawton, Director. 


Enelosure. 
SuGGeEstTep REVISION or 8. 436 
AN ACT To provide for the separation of subsidy from air-mail pay, and for other purposes 
Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Air Mail 
Subsidy Separation Act of 1952.” 
Sec. 2. Subsections (a), (b), and (c) of section 406 of the Civil Aeronautics 


Act of 1938, as amended, are hereby amended to read as follows: 


“RATES FOR TRANSPORTATION OF MAIL AND SUBSIDY FOR ESSENTIAL AIRCRAFT 
OPERATION 


“Authority To Fix Compensatory Rates 


“Sec. 406 (a) (1). The Civil Aeronautics Board is empowered and directed, 
upon its own initiative or upon petition of the Postmaster General or an air 


carrier, to determine and fix from time to time after notice and hearing, fair and 
reasonable rates of compensation for the transportation of mail by aircraft, the 
facilities used and useful therefor, and the services connected therewith (in- 
cluding the transportation of mail by an air carrier by other means than aircraft 
whenever such transportation is incidental to the transportation of mail by 
aircraft or is made necessary by conditions of emergency arising from aircraft 
operation), by each holder of a certificate authorizing the transportation of mail 
by aircraft, and to make such rates effective from such date, after the institution 
of the proceeding under this subsection, as it shall determine to be proper: to 
prescribe the method or methods for ascertaining such rates of compensation, 
by pound-mile, weight of mail carried, space authorized for mail in the aircraft, 
or other measure of mail service performed: and to fix different rates for dif- 
ferent air carriers or Classes of air carriers, or different classes of service, or on 
the basis of any other reasonable classification of carriers, services, routes and 
route segménts, or any combination thereof. The rates so determined and fixed 
shall be published by the Board and shall be paid by the Postmaster General 
from appropriations for the transportation of mail by aircraft. 

“(2) The rates determined and fixed under paragraph (1) of this subsection 
shall be based on the experienced and projected costs, under honest, economical, 
and efficient management, fairly assigned and apportioned to mail-transportation 
services rendered or to be rendered, including a fair return on that portion of 
the total investment which is used and useful in such mail services. 

“(3) The Board is authorized to issue orders, with or without hearing, 
prescribing temporary rates for the transportation of mail pending determination 
of final rates. Such temporary rates may be higher or lower than existing rates 
and shall not be considered final for any period and shall be superseded by the 
final rates fixed for the periods during which the temporary rates were in effect. 


“Recommendations as to Rates 


“(b) (1) Any petition for the determination or revision of rates under subsec- 
tion (a) of this section shall include a statement of the rate the petitioner be- 
lieves to be fair and reasonable. The Postmaster General shall introduce as part 
of the record in all proceedings under subsection (a) of this section a compre- 
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hensive statement of all service to be required of the air carrier and such other 
information in his possession as he deems, or as may be deemed by the Board, 
to be material to the inquiry. 

“(2) The Postmaster General is authorized to request the Board to obtain 
from any carrier certificated for the transportation of mail, information neces- 
sary for the performance of his duties with respect to the initiation of and 
participation in mail rate proceedings under subsection (a) of this section. 

“(3) The burden of proof in any proceeding under subsection (a) of this section 
which is initiated by petition shall be with the petitioner. 


“Subsidy for Essential Aircraft Operation 


“(c) (1) The Board is empowered and directed, upon its own initiative, or 
upon the petition of any air carrier holding a certificate authorizing the trans- 
portation of mail by aircraft, to make, after notice and hearing, subsidy pay- 
ments to such air carrier in amounts determined by the Board to be essential 
(when taken together with all the other actual and potential revenues of the 
air carrier) to enable the air carrier under honest, economical, and efficient 
management to maintain and continue the development of air transportation 
to the extent and of the character and quality required for the national defense, 
the commerce of the United States, or the postal service. The Board is em- 
powered to make subsidy payments for individual air carriers or classes of air 
carriers, or on the basis of any other reasonable classification of carriers, services, 
routes, and route segments, or any combination thereof, and to prescribe the 
method or methods of such payments and duration of period for which applicable. 
The Board may make such subsidy payments effective from such date, after the 
institution of the proceeding under this subsection, as it shall determine to be 
proper. Payments under this subsection shall be made by the Board out of sums 
appropriated to the Board for such purpose. 

“(2) Every petition for the fixing of a subsidy shall state and support in detail 
the amount the petitioner believes that he is entitled to under the subsidy provi- 
sions of this section and the carrier shall have the burden of establishing the 
amount of subsidy payment, if any, which is required for its operations under 
the standard established by this Act. The fact that an air carrier has been 
granted a certificate of public convenience and necessity authorizing it to offer 
certain services shall not be deemed conclusive of the issue as to whether such 
services are sufficiently required in the interest of the national defense, the 
commerce of the United States, or the postal service, to justify the amount of sub- 
sidy that would be required to keep such services in operation. 

“(3) During the pendency of proceedings to determine the amount of pay- 
ment to any air carrier under this subsection, the Board is authorized, with 
or without hearing, to make an advance, out of funds appropriated for the 
purpose of this subsection, to such carrier upon a showing that the need for 
such an advance is essential and urgent. Before receiving such an advance 
such carrier shall be required to agree to repay within a reasonable time such 
advance, or any part thereof, which exceeds the payment, if any, to such carrier 
finally determined by the Board under this subsection. Such repayments shall 
be made to the Treasurer of the United States and shall be credited to appro- 
priations made available for the purpose of this subsection. 

*(4) The Board shall, by written notice to the air carrier, terminate any 
payments under this subsection upon finding, after notice and hearing, that 
gratuities (in the form of entertainment, gifts, or otherwise) were offered or 
ziven by such air carrier or its agent or representative to any officer or employee 
of the Government with a view toward securing favorable treatment under 
any provisions of this Act.” 

Sec. 3. Subsection (d) of section 401 of the Civil Aeronanuties Act of 1938 is 
amended by striking the period at the end of paragraph (1) thereof and inserting 
in lieu thereof a colon and the following: “Provided, That no certificate authoriz- 
ing the transportation of mail only shall be issued nor shall such a certificate 
he amended to authorize the extension of mail service to additional areas 
without the approval of the Postmaster General.” 

Sec. 4. Subsection (g) of section 405 of the Civil Aeronautics Act of 1938 is 
amended by adding at the end thereof the following: “All mail marked for car- 
riage by air and bearing the appropriate postage thereon shall, to the extent 
that authorized air transportation is available, be tendered for transportation 
to its destination by an air crarrier, except where the Postmaster General 
believes that surface transportation would provide as expeditious delivery, or 
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where weather conditions, strikes, breakdowns, or other similar wmusual cir 
cumstances render it advisable to transport such mail by other means in order 
to avoid undue delay.” 

Sec. 5. The provisions of this Act shall become effective with respect to rates 
for the carriage of the mail, and subsidy payments for air transportation, be- 
tween points in the continental United States (excluding Alaska) on July 1, 
1953, and, with respect to rates for the carriage of the mail and subsidy pay- 
ments in all other air transportation, on July 1, 1954. All rate orders, both 
temporary and final, issued by the Board under’ the provisions of section 406 
(a) of the Civil Aeronautics Act prior to the time this amendment takes effect 
as to such rates shall continue in effect until modified, terminated, superseded, 
set aside, or repealed by the Board under the terms of this amendment, or by 
any court of competent jurisdiction, or by operation of law. Any sueh rate 
order which incorporates, directly or by reference, a statement of the portion 
of such rate which the Board considers to represent compensation for the car- 
riage of the mail shall, with respect to air transportation services performed 
on or after the applicable effective date of this amendment, be the basis for 
making such compensatory and subsidy payments by the Postmaster General 
and the Board respectively, until modified, terminated, superseded, set aside, 
or repealed by the Board under the terms of this amendment, or by any court 
of competent jurisdiction, or by operation of law. 

Sec. 6. Such appropriations as are necessary to carry out the provisions of 
this Act are hereby authorized to be made. 

The Cuarmman. Before we hear the scheduled witnesses in these 
matters, Mr. Heselton is here and has given a great deal of time to 
this subject, and he would like to make a preliminary statement for 


a few minutes. 


PRELIMINARY STATEMENT OF HON. JOHN W. HESELTON, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF MASSA- 
CHUSETTS 


Mr. Hesevron. I know it is not particularly advantageous to you 
or to Mr. Hinshaw to review what has happened before this com- 
mittee and in the House on this subject, but I have drawn up a brief 
summary and I would like to go over it quickly. 

You will recall that on February 21, 1949, the Hoover Commis- 
sion reported Post Office recommendations which I will not set forth 
in detail. They were definitely aimed at separation of the air-mail 
pay. 

On the same day, our colleague, Mr. Kennedy, introduced the first 
comprehensive air-mail pay separation bill, which was H. R. 2908. 

There were before Congress even prior to 1949, other recommenda 
tions in this field. The House Post Office Committee on May 13, 1948, 
filed a report recommending separation. The Senate Appropriations 
Committee in the Eightieth Congress also recommended early action 
in this field. 

You will recall that we held extensive hearings on H. R. 2908, and 
that during that period the CAB made several comments and sugges- 
tions. 

With that in mind, I introduced a revised version of H. R. 2908. 
in order to have a clean bill before the committee. That became H. R. 
9184, and on August 31, 1950, it was reported by this committee by a 
vote of 15 to 2.. The committee report stands today, I think, as one 
of the most outstanding documents in the history of this legislation. 

The bill itself was called up in the House on December 6, and de- 
bated during the afternoon, and there were certain serious differences 
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of opinion on several points. Consequently, the bill was taken from 
the floor. 

The next day several members of the committee, with Mr. Kennedy, 
Mr. Rooney of New York, and Mr. Brown of Ohio, met with repre- 
sentatives of the CAB and the Post Office Department in an all-day 
session. Asa result of that, agreements were reached as to six amend- 
ments, seeking to reconcile the differences which had appeared, al- 
though it was freely admitted that the end result was not completely 
satisfactory to anyone concerned. Rather, it was a sincere and honest 
effort to arrive at the best possible compromise to assure House action 
at that time. 

Therefore, on December 11, 1950, the bill was again considered, the 
six amendments were adopted, and the bill was passed on a division 
vote, 66 to nothing. 

The scene of action then went over to the Senate, but nothing was 
done before adjournment on January 2, 1951. 

The Senate considered, and in September 1951 passed, 8. 436. This 
bill differs sharply from H. R. 9184 as passed by the House. I shall 
not attempt to discuss these differences in detail, since I assume that 
there will be available to us through the testimony of witnesses and 
the analysis made by our own staff, the story of those differences. 
However, I would like to mention several important differences. 

S. 436 treats our international carriers quite differently than our 
domestic carriers, seeking to apply the maximum levels of UPU rather 
than the actual cost plus a fair return standard. 

In that connection, Mr. Chairman, since we considered this mat- 
ter, the Civil Aeronautics Board has filed with you a letter dated 
March 14, 1952, with a copy of what is termed the “Administrative 
Separation of Subsidy From Total Mail Payments to Domestic Air 
Carriers.” That report was dated September 28, 1951. It is a very 
comprehensive report, and it indicates that beyond the Big Four who 
were separated, I believe, September 19, 1951, and given a service 
rate of 45 cents per mail ton-mile, all of the other domestic carriers 
are placed into a series of seven groups. The material in that report 
constitutes, in my opinion, one of the most comprehensive and help- 
ful pieces of documentary evidence this committee could have in 
considering this bill. I would ask that the textual material be inserted 
in the report following the conclusion of what I say here. 

The CHairman. Without objection, that may be done 

Mr. Hesevron. Also a short letter from Mr. James M. Verner, of the 
same date, following a telephone conversation I had with him, with 
reference to whether the Board had considered any of the bills other 
than H. R. 9184 and S. 436, and also a letter to you, Mr. Chairman. 

The Cuarrman. That may be made a part of the record, 

Mr. Hesevron. In connection with the international carriers, the 
fourth main part of the CAB report deals with that quite extensively. 
The Senate bill omits cost allocations. On this point there was a com- 
promise offered in the House. Here again, the report to which I have 
referred, in its first main point deals with that. 

The Senate bill would restrict eligibility to public carriers. In 
the House bill there was a compromise on that, also, but may I suggest 
for the record and for the information of our colleagues when we 
reach this bill, that there are three main points or three main bases 
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upon which subsidies could be granted. One is national defense ; 
another is commerce of the United States; and the third is the postal 
service. So that to restrict it to certificated air carriers narrows it 
down to a point where many other very useful airlines might be ex- 
cluded. 

The so-called McCarran amendment in the Senate bill grants the 
CAB power to award contracts for several years. I think this is sub 
ject to criticism that it would eliminate the congressional] review that 
we have had in mind all along, and it ignores the Hoover Commission's 
insistence that, and I quote, “Losses and subsidies should be made 
clear each fiscal year, and passed on by the Congress.” 

The Senate bill would prevent the Postmaster General from with 
holding mail from one flight because another was a more economica! 
operation. 

It also provides for an unrealistic minimum weight limit, and the 
CAB has recommended that that be stricken. 

The Postmaster General, in a letter which I am sure we will have in 
the record, which has come to us since we considered the matter, says 
it would be likely to involve payment for “fietitious loads.” 

The Senate bill grants the international carrier an additional year 
before the effective date, and the CAB in its point IV deals with that. 

Finally, the Senate bill omits the requirement of full reports on sub- 
sidies, which is a point we have discussed very fully. 

There is in the Postmaster General’s letter of February 1, 1952, a 
request for authority to contract for plane loads of mail at rates lower 
than those set by the CAB. That is a new suggestion. 

In an effort to place before us the various prgpensi I have filed 
four bills, H. R. 189, H. R. 190, H. R. 191, and H. R. 4827; and our 
colleague, Mr. Kennedy, has filed similar bills, H. R. 505, H. R. 506, 
H. R. 507, and H. R. 508. 

I have the letter of the Postmaster General of February 1, 1952. 
May I request that that be inserted in the record following my 
remarks? 

The CuatrMan. It is so ordered. 

Mr. Heseiron. The main points, as I see it, of the CAB report which 
covers the separation of domestic carriers, are these : 

First, there is a separation of the Big Four on a domestic basis, and 
that was accomplished September 19, 1951, covering American, East- 
ern, TWA, and United, at a 45-cent per ton-mile service rate. That, 
as I understand it from the report, covers 17.3 percent of the total 
traffic now on service rate. 

Second, the separation of the other domestic carriers, except for two 
certificated helicopter lines, was accomplished on October 1, 1951. So 
that the entire domestic picture is taken care of. I have been informed 
by the CAB that in accordance with their statement in their report. 
they expect to accomplish a separation in the international, the over- 
seas, and the Territorial air carriers, by June 30, 1952, and I believe 
Mr. Nyrop will testify on that. 

They have been able to develop—and I think the committee will be 
very much interested in this—a picture of the subsidy as against the 
service mail pay, actually for 1951, and estimated for 1952 and 1953. 
That will appear from the record. I have added those up, and it dis- 
closes these facts: That according to their study, there has been paid 
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or will be paid in those 3 years, for subsidy on the domestic airlines, 
$86,485,000. That is in contrast to the service mail pay of $89,754,000. 

In the 13 years since the 1939 act, there has been a total of $457,- 
000,000 paid to the domestic carriers for mail service in meeting the 
test of national interest objectives in the act. Of this, a little under 60 
percent, that is, $270,000,000, was subsidy. 

(The documents referred to in Mr. Heselton’s statement are as 
follows :) 

Civi. APRONAUTICS BoarD, 
Washington 25, D. C., March 14, 1952. 
Hon. Joun W. HESELTON, 
House of Representatives, Washington, D. C. 

DEAR Mr. HESELTON: Pursuant to our conversation of today transmitted here- 
with is a copy of the Board’s letter to Hon. Robert Crosser commenting specifi- 
cally on S. 4836 as passed by the Senate on September 19, 1951, together with a 
copy of the Board’s report, Administrative Separation of Subsidy From Total 
Mail Payments to Domestic Air Carriers. 

During our conversation today I stated that it was my impression that the 
Board had commented in its recent letter on bills other than 8S. 456 now pending 
in the House. I find that although the Board did of course comment on bills 
under consideration in the Bighty-first Congress, which culminated in the 
passage of H. R. 918, the Board has not during this Congress submitted any 
comments to the House committee other than those included in the attached 
letter. However, it is believed that the attached letter referring to S. 486 makes 
the Board’s position with respect to the substantive matters clear. 

The Board would be happy to be of such assistance as is possible during the 
approaching hearings on this legislation. 

Sincerely yours, . 
JAMES M. VERNER, Erecutive Director. 


Enclosures (two). 
Civi, AERONAUTICS BOARD 


ADMINISTRATIVE SEPARATION OF SUBSIDY From Tora Mart PAYMENTS TO DOMESTIC 
AIR CARRIERS 


September 28, 1951 


Donald W. Nyrop, Chairman, Oswald Ryan, Vice Chairman, Josh Lee, Chan 
Gurney, Joseph P. Adams 


I, ADMINISTRATIVE SEPARATION OF SUBSIDY FOR DOMESTIC AIR CARRIERS 


Purpose 

The Civil Aeronautics Board has effected an administrative separation of 
service mail payments from subsidy payments for the domestic air carriers’ of 
the United States which are certificated for the transportation of mail in order to: 

(1) Identify those amounts which are compensation to the air carriers for 
carrying the mail, and provide the public with full information as to the cost to 
the Federal Government of maintaining and developing the domestic airline 
industry. 

(2) Provide the President and the Congress with information which will 
permit a review of the amounts being spent for domestic airline subsidies, 

(3) Provide information which will assist the Board in arriving at policy 
decisions affecting the development of the domestic air transportation industry. 

(4) Eliminate the uncertainty with respect to that portion of the Post Office 
Department deficit which is directly traceable to subsidies to the domestic airline 
industry, 

The administrative separation is made at this time in order to expedite the 
release of full information concerning subsidy payments pending the enactment 
of appropriate legislation by the Congress. 


| This report covers the operations of domestic carriers only, within the continental 
United States and into terminal points in Canada, 
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In a letter addressed to the chairman of the Senate Committee on Interstate 
and Foreign Commerce, dated July 9, 1951, the Chairman of the Civil Aero- 
nauties Board stated: 

“The Board proposes on or before September 30, 1951, to. submit to the Presi- 
dent and the Congress a report which will be an administrative separation by 
the Board of the compensatory and subsidy elements of mail pay for al} the 
domestic carriers.” 

The Board’s proposal was made with full recognition of the magnitude of the 
task it was assuming and with knowledge of the numerous technical difficulties 
involved. 

The Board has effected this administrative separation of service mail pay- 
ments from subsidy, through staff study and without consultation with the air 
carriers. It is recognized that many different techniques may be used to separate 
service mail pay and subsidy. The Board believes, however, that this report 
provides an objective, fair, and reasonably accurate separation. 

The administrative separation in no way affects the total amount of mai) 
compensation paid or to be paid to each air carrier by the Postmaster Genera] 
in accordance with the effective rate orders of the Board. Such rate orders cay ( 
be modified only through the normal rate-making processes of the Board 





Separation legislation 

The Board is in full accord with the program of the President and the Con 
gress, which contemplates the enactment of legislation which will require the es 
tablishment of formal separation. The administrative separation program of the 
Board will, of course, be geared to such legislation as may be enacted. 


Future program 

The Civil] Aeronautics Board is attempting to place most of the domestic 
international, overseas, and Territorial air carriers on final mail rates on or 
before June 30, 1952. 3 

The Board will release a further report not later than June 30, 1952, setting 
forth the administrative separation of service mail pay and subsidy for the 
United States carriers in international, overseas, and Territorial operations 
which are certificated for the carriage of mail. In future vears the Board will 
prepare an annual report separating service mail payments from subsidy pay 
ments for the entire air-carrier industry of the United States. Each such report 
will present a separation for the preceding fiscal year on the basis of actual 
results, and a separation for the next two succeeding fiscal years on a projected 
basis. 

The Board will endeavor to develop a progressively refined basis for establish 
ing the separation in future annual reports. Adequate opportunity will be pro- 
vided to obtain the viewpoints of all parties. In particular, continuing analyses 
and evaluations of the interaction of costs and traffie characteristics will be mace 
and careful consideration will be given to proposals for other types of service 
rate formulas, such as multielement rate formulas, which appear to have merit 

In all mail rate cases for domestic air carriers processed after October 1, 1951 
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that portion of the payment which is for the service of carrying the mail and that 3 

portion which is subsidy will be appropriately identified. x 

Il. SUMMARY 2 

The administrative separation establishes the following breakdown of total! s 

mail payments to domestic air carriers between service mail pay and subsidy) i 

for the fiscal year 1951, on an actual basis, and for the fiscal years 1952 and 1953, i 

on an estimated Dasis Z 

~ ; 4 

1951] 1952 | 1953 : 

THORS ESTNTE i 

Service mail pay $27 349. 000 $29, 599, 000 $31, 786, 000 i 
Subsidy : 34, 565, 000 27, 786, 000 24, 134, (0 








’ 25 


Total mail payments to domestic air carriers 61, 934, 000 , 385, 000 55, 920. 00K 


Chart I shows the comparative service mail pay and subsidy for the domestic 
air carrier industry for the fiscal years 1951 through 1953, and indicates the 
declining trend in total mail payments, the relative proportion of subsidy and 
the relationship of subsidy to total operating revenues, 
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It will be noted from the above tabulation that it is estimated that the amount 
of subsidy for the domestic air carriers will decline approximately $10,400,000 
between 1951 and 1953, or 30.2 percent. The service mail pay, however, increases 
approximately $4,400,000 as a direct result of the additional mail volume to be 
carried. 

The chart indicates that in 1951, 5.54 percent of the total operating revenue 
of the domestic airlines constitutes subsidy mail pay as compared with 3.16 
percent in the fiscal year 1953. 
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In the fiscal year 1951, the total payments by the Federal Government for 
domestic air-mail service were $109,434,000. This total includes (1) service mail 
pay, $27,369,000; (2) subsidy, $34,565,000; and (3) Post Office Department 
handling and delivery costs, $47,500,0002 
TO 

* Handling and delivery costs are estimated on the basis of data provided by the Post 
Office Department for 9 months of the fiscal year 1951, and include costs attributable to 
territorial mail service which are not reported separately. 
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The total revenue received during the fiscal year 1951 from domestie air-mai! 
postage was $93,000,000. Therefore, in the fiscal year 1951, the net cost to the 
United States Government, including service mail pay, subsidy, and Post Office 
Department operations, was $16,434,000. This is approximately 46 percent lower 
than the net cost for the fiscal year 1950. (See appendix D.) 

The principal steps involved in effecting the administrative separation of 
service mail pay from subsidy are outlined below: 

(1) The domestic air carriers were grouped to reflect their relatively attai: 
able unit costs as determined by the revenue ton-miles per station transported 
by each carrier. 

(2) Each of the domestic air carriers certificated for the transportation of 
mail was assigned to one of seven groups.‘ 

(3) A service rate of 45 cents per mail ton-mile was established by the Board 
for the Big Four (American, Eastern, TWA, and United) on September 19, 1951. 

(4) The service rates for the various carrier groups were determined as 
follows: 

(a) The percentage differential between the average operating costs for 
the fiscal year 1951 for the Big Four and the average operating costs for th: 
carriers in each group was determined. 

(b) This percentage differential was applied to the service rate of 45 
cents established for the Big Four to obtain the service rate for each of the 
other groups. 

(5) The service mail rate for each of the seven groups is as follows: 

Service rate 
per mail ton-mil« 


Group 1..... sins ap acanoridiea dbahin and pia aaaaaananmai i Sir wlsimbetconsgues Ge SO 
Group IT_- eR hes = nee re Sent HERS ct See eS 53 
Group IIL , SE een ae eT ESS ra eee FRACS PY: Sten tr ARE Pe a amt. £475 
Grene: IF... ates aisahesapsep aon dia prev sia Pads Ae Poe. 91 
NE ks csewencamns hw selieipinnetcedvatiatincanitantbetivt ctntinenntaaniuicdbaae ey Se 
Group VI _-_- isa Salar orev atinnpbanbeaahik eponiie waco a 58 
Group VII eee eds : ‘ " th — us. 4. 28 


III, DEVELOPMENTAL ROLE OF SUBSIDY 


The Civil Aeronautics Act of 1938, as amended, provides for the payment to 
air carriers certificated for the transportation of mail of an amount needed unde: 
honest, economical, and efficient management to maintain and continue the 
development of air transportation to the extent and of the character and quality 
required for the commerce of the United States, the postal service, and the 
national defense. 

This mail pay to airlines of the United States is composed of two elements 
payment for the carriage of mail as a service and the difference between this 
amount and the total operating requirements of the air carriers (ineluding a fair 
return on investment) which is subsidy. 

During the 13-year period since the passage of the Civil Aeronauties Act, 1 
total of $457,000,000 has been paid to the United States domestic air carriers 
certificated for mail service in meeting the threefold national interest objectives 
of the act. It is estimated that less than 60 percent of the total payments, 
or approximately $270,000,000, represents subsidy. 

As indicated by chart IT the total payments to the domestic air carriers and 
the total costs of the post office related to air-mail service were $775,031,000 
for the period. This is to be compared with the total revenue received during 
the period from air-mail postage which was $718,726,000, or an excess of costs 
including service mail pay, subsidy, and post-office costs over postage receipts 
of $56,305,000. This is less than $4,331,000 per year since the passage of the 
Civil Aeronautics Act. 





' Includes an indeterminate, but minor, amount of postage revenue from territorial mai 
services which is not reported separately. 

* Senate bill S. 436 (introduced in Congress by Senator Johnson of Colorado), as reported 
by the Senate Committee on Interstate and Foreign Commerce. provides for five groups 
but empowers the Board to make such additional croupings as circumstances may warrant 
While the preliminary studies of the Board also indicated that five groups would be adequaté 
based upon the more comprehensive study required for this report it has been found that 
seven groups are desirable to reflect the operating characteristics of the domestic industr 

5 Since it was impossible to segregate Post Office Department handling and delivery cost: 
and postage receipts for territorial air-mail service from domestic service, the tots] mail 
payments, post-office handling costs. and postage receipis for the 13-year period includ: 
those relating to territorial air carriers. Inclusion of such data has no material effect on 
the domestic air-carrier picture. 
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COMPARISON OF POSTAGE RECEIPTS WITH COST OF MAIL SERVICE 
TO THE POST OFFICE DEPARTMENT 
FOR 13 YEARS ENDED JUNE 30, 195! 
ALL DOMESTIC CARRIERS 
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SOURCE: Appendix 0 September 28, 1951 


The soundness of the congressional policy as expressed in the act is clearly 
evidenced by the striking growth of the domestic airline industry, as indicated 
by the following: 


1938 1951 
\. Expansion of the domestic fleet: 
Type of aircraft 
Single engine 2 il 
2-engine 229 528 
3-engine 5 0 
4-engine 0 315 
Helicopters 0 


Aircraft fleet cost... -. $22,919,000 $346, 116, 000 
C. Revenue, ton-miles $51, 619,000 $1, 117, 546, 000 
Revenue, passenger-miles $423, 000, 000 $9, 311, 000, 000 
E. Commercial revenues $27,047,000 = $570, 587, 000 
F, Communities served 182 588 
G. Total annual ton-mile capacity available for comme reial and national 

defense requirements. - 194, 


947,000 2,861,997, 000 


This growth has occurred over a 13-year interval, and at the present time the 
United States possesses the strongest airline industry in the world, flying 
the most modern equipment. 

The contribution of the domestic air carrier industry to the war effort during 
World War II included the assignment of a major portion of the domestic fleet 
to the military, the operation of large-scale military transport contract services, 
the carriage of high-priority traffic on the remaining commercial services, and 
the furnishing of a reservoir of highly trained transport personnel. 

Chart IIL compares total mail pay, including subsidy, with the total operating 
revenues of the domestic carriers from 1938 through 1953. Over this period 
there is a striking growth in the revenues of the domestic air carriers, showing 
an increase from $40,000,000 in 1938 to $765,000,000 estimated for 1955 
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a 
2 The local service carriers were certificated for a limited period on an experi- 


mental basis in order to determine whether air services could appropriately 
be expanded to the smaller communities which would otherwise be deprived 
of such service. 
& These carriers have been in operation for an average of approximately 3% 
ae years and are in the initial stage of development, which is characterized by low 
revenues and high operating costs, with a consequent demand for subsidy sup- 
port. Since the certificates of these local service carriers have been awarded 
for a temporary period only, those carriers which fail to demonstrate ability 
to make substantial progress in reducing their subsidy requirements can and 
will be eliminate by the Board if they fail to make an adequate showing after 
they have been operating for a reasonable length of time. 

Chart IV shows that since the fiscal year 1950 total mail payments to the 


3 domestic trunk airlines have been reduced, and in the period from the fiscal year 
2 1951 through 1953 it is estimated that the subsidy payments to these carriers 
: will show a reduction of 59.5 percent. The four largest domestic carriers, which 


3 transport 70.3 percent of the total traffic, are now on a service rate and it is 
anticipated that by the end of the fiscal year 1953 additional trunk-line carriers 
will become self-sufficient if present economic conditions continue. 


Sabe.+'s 


Chart VII in the appendix shows subsidy per ton-mile of revenue traffic by 
domestic air carrier groups for each of the fiscal years 1951, 1952, and 1953. 


Iv. TECHNIQUES OF ADMINISTRATIVE SEPARATION 


a ee eee ge ed 


In approaching the problem of administrative separation, it was necessary to 
determine a sound basis for arriving at the rates for the various carriers for 
the service they perform in carrying the mail. <A service rate is one which com- 
pensates the air carriers for carrying the mail, reimbursing them for the related 
costs, including a fair return on the investment which is used in the mail service. 

As previously noted, the Civil Aeronautics Board has recently established a 
service rate of $0.45 per mail ton-mile for the Big Four (American, Eastern, 
TWA, and United), based upon a detailed study of the costs of the mail service. 
This was the first service rate established by the Board during the postwar period 
and is the only service rate which has been fixed as the result of a comprehensive 
cost study. 

3 In order to develop the service mail rates for the other domestic air carriers, 
it was necessary to adopt one of two courses of action: 

(1) To determine such rates on the basis of a detailed costing of the mail 
service for each carrier, or (2) to determine such rates by the use of an over-all 
statistical approach without costing the mail service for each carrier. 

It was concluded that the statistical approach would permit the expeditious 
completion of a study that would be satisfactory for administrative separation 
of mail pay. The detailed costing of the mail service for each carrier, on the 
other hand, would have required a large staff for an extended period of time. 

Staff study over a period of years has shown that the unit costs of an air 
carrier respond directly to the following primary operating factors: (1) Length 
of traffic haul and average distance between stops, (2) density of traffic, (3) 
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s 
3 volume of operations. For example, an air carrier which is required to stop 
4 every fifty miles to pick up 10 pounds of mail and express and 3 passengers 
: will have much higher unit costs than an air carrier which stops every 300 
B miles and, at each such stop, picks up 150 pounds of mail and express and 10 
ps passengers. 
4 It was determined, after extensive analysis, that revenye ton-miles per station 
% Was the most representative single measure which would reflect the combined 
: impact of the operating factors mentioned above on attainable cost levels. 
) Revenue ton-miles per station were obtained for each carrier by dividing the 
3 revenue ton-miles flown during the fiscal year 1951 by the average number of 
% stations served during this period. 
¥ While there are other measures which may reflect particular operating char- 


acterstics with varying degrees of accuracy, the studies of the Board's staff 
have indicated that revenue ton-miles per station is the best available composite 
measure. 

The cost curve of the domestic air transport industry, chart V, demonstrates 
that unit costs decline in direct relationship to the increase in revenue 
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TOTAL MAIL PAY TO DOMESTIC TRUNK LINES 
FISCAL YEARS 1946 - 1953 
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SOURCE: 1946-1950 from Corrier Reports to CAB. 
1951-1953 from Appendices A, 8 and C. 


*Seporation of Subsidy mode for 1951, 1952 ond 1953 only. 


ClViIL AERONAUTICS BOARD 
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ton-miles per station. For example, it will be noted from appendix F that 
American Airlines carried during the fiscal year 1951 approximately 4,058,000 
revenue ton-miles per station at a cost per revenue ton-mile of $0.31, wheregs 
Continental Air Lines carried 288,000 revenue ton-miles per station at a cost of 
$0.55 per revenue ton-mile and Frontier Airlines, a local service carrier, trans. 
ported 63,000 revenue ton-miles per station at a cost per revenue ton-inile of 
$1.26. 

It will be noted from a study of the industry cost curve that carriers vary 
in their unit costs even though they are at approximately the same place on the 
curve according to revenue ton-miles per station. It does not necessarily follow 
however, that air carriers transporting the same ton-miles per station will 
achieve identical operating costs in any given year, since costs are affected 
directly by such factors as management efficiency, tyes of aircraft utilized, and 
various short-run factors, such as adverse weather, strikes, accidents, and 
groundings. 

Sinee the preponderance of air carrier costs is common to all classes of traffic, 
the cost of carrying the mail will tend to parallel the cost of all traffic combined 
Therefore, it is possible to determine a service rate for each individual carrier 
by applying the percentage relationship of its costs to the average cost of the Big 
Four to the $0.45 service rate of the Big Four. 

However, the individual carrier approach was rejected in favor of carrier 
groups, because such grouping permits the averaging of costs and thus tends to 
minimize deviations between the reported costs of the carriers. In addition, 
the establishment of groups is desirable from the standpoint of simplicity of 
presentation. 

In arriving at the service rates for the domestic carriers it was determined 
that a reasonable grouping could be effected by listing the carriers in order of 
the revenue ton-miles per station for each carrier during the fiscal year 1951. 

The determination that there should be seven groups was based largely upon 
the desire to attain maximum homogeneity within each group, which would permit 
close approximation of the reasonably attainable costs indicated for each carrier 
hy the cost curve. It should be stressed that the grouping of the carriers is base 
solely upon revenue ton-miles per station and is net based upon the reported 
cost position of the individual carriers as plotted on chart V. 

The service rate for each carrier group was determined as follows: 

(1) The reported costs per revenue ton-mile for each carrier for the fiscal year 
1951 were compiled from the periodic financial reports (form 41) filed with the 
Board. These costs were adjusted to— 

(a) Reflect standard depreciation allowances for flicht equipment ; 
(b) Eliminate the cost of passenger service, traffic and sales, and advertis 
ing and publicity, which are essentially nonmail functions. 

(2) The reported costs for each carrier in each group were averaged to obtain 
the group cost per revenue ton-mile. 

(3)The percentage relationship of the average cost for each group to the 
average cost of the Big Four was then computed. For example, in 191, the 
average cost for group IV was $0.6952 per revenue ton-mile and the average cost 
for group I was $0.3420 per revenue ton-mile. Therefore, the average cost of 
group IV is 208.27 percent of the average cost for group I. This process was 
followed for each of the groups and the detail is shown in appendix A. 

(4) The service rate for each group was determined by applying the percentage 
relationship of each group to the $0.45 service rate established for the Big Four.‘ 
For example, the service rate of $0.91 established for group IV was determined by 
multiplying the $0.45 service rate of group I by 203.27 percent. 

The separation of subsidy from total mail payments for the fiscal year 1951 

ras determined as follows: 

(1) The amount of service mail pay was computed for each carrier by multiply- 
ing the applicable group service rate by the actual mail ton-miles carried during 
the fiscal year 1951. 


_ ©In arriving at the $0.45 service rate in the Big Four mail rate proceeding, the Board 
included an 8-percent return on the investment devoted to the mail service, fneluding an 
allowance for related Federal income taxes. In addition, freight and express were treated 
as byproducts in order to recognize the —, nature of mail. It should be noted that 
the cost of $0.3420 for the Big Four, shown in (3) above, is an average operating cost 
for mail, passenger, express, and freight traffic combined, and does not reflect the return 
element nor the treatment of freight and express as byproducts. 
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(2) The subsidy mail pay was computed by deducting the service mail pay, 
as calculated in (1) above, from the total mail pay for each carrier for the 
fiscal year 1951 under the latest effective orders of the Board." 

The service mail pay and subsidy for the fiscal years 1952 and 1953 were 
determined as follows: 

(1) In projecting revenue ton-miles for the fiscal years 1952 and 1953 it has 
been assumed that the economic conditions producing the post-Korean traffic 
growth will continue but that the effect on airline traffic rate of growth will 
taper off. The trend over the period from the fiscal year 1949 through 1951 
indicated an average industry growth rate of approximately 15 percent per year. 
This rate was used in projecting revenue ton-miles for the fiscal yar 1952. It 
has been estimated that the growth of air traffic in the fiscal year 1953 will 
continue at approximately one-half the 1952 rate of growth. 

In applying these growth rates to individual carriers it was necessary in some 
eases to adjust for abnormally depressed or abnormally high individual growth 
trends due to short-run factors. For those local service airlines which had re- 
cently started operations, higher growth rates were recognized for the fiscal year 
1952, and a still high but slackening acceleration for 1953. 

(2) The revenue ton-miles estimated for each carrier were divided by the 
number of stations served during September 1951, to arrive at the projected 
revenue ton-miles per station for each carrier for the two ensuing fiscal years. 

(3) The carriers were grouped on the basis of revenue ton-miles per station 
for each carrier, using the same cut-off points between groups as indicated on 
chart V of the fiscal year 1951. This produced some shifting of carriers between 
groups. 

(4) The mail ton-miles for the domestic industry were estimated by applying 
the average annual rate of growth in mail volume during the 4'4-year period 
from January 1, 1947, through June 39, 1951, to the actual level of mail ton-miles 
of the industry for the fiscal year 1951.° 

The mail ton-mile estimates for the individual carriers were deprived from the 
forecast for the industry on the basis of the relative participation of each 
carrier in total industry mail volume for the fiscal year 1951.° 

(5) The service mail pay for each carrier was determined by multiplying the 
mail ton-miles forecast for each carrier by the applicable service rate for the 
respective group in which the carrier fell in each year. The group service rates 
determined for the fiscal vear 1951 have been used for the fiscal year 1952 and 
1953 since staff studies have shown that the cost curve should hold the same 
relative shape for successive years. Therefore, the group sservice rates derived 
from this curve for 1 year are reasonable approximations of service rates for 
groups having the same operating characteristics in subsequent years. 

(6) The total mail payments for each carrier for the fiscal years 1952 and 1953 
were estimated in the following manner: 

(a) It was assumed that five carriers, the Big Four in group I and National in 
group II, would not be subsidized carriers in 1952 and 1953 and their estimated 
total mail payments were therefore limited to their service mail payments deter- 
mined as described above. 

(b) It was assumed that all carriers currently on final mail rates would remain 
on such rates during the next two fiscal years. The total mail payment for 
these carriers was accordingly derived by application of these rates to the forecast 
volume. If present economic conditions prevail, it is probable that many of these 
rates will he reopened and reduced ; and, in that event, the subsidy payments for 
those carriers will be lower than estimated. 

(c) For those carriers not ou final rates nor assumed to be service carriers in 
1952 and 1953, the mail rates were estimated on the basis of Board analyses now in 
process, recent trends, and rates determined for comparable carriers. It is 
probable with respect to these carriers, too, that the mail rates and subsidy 
payments will be lower in the fiscal years 1952 and 1953 than forecast. 

7 Approximately half the domestic carriers are operating under temporary mail rates 
which may be adjusted upward or downward through the final rates to be established. 
While such adjustments may result in a material change in the amount of total mail pay 
and subsidy for the fiscal year 1951 for individual carriers, it is believed that for the 
domestic carriers in the aggregate there will not be any significant change. 

In this estimate no adjustment was made for the effect of pending proposals in Congress 
to raise air-mail postage rates. 

*Those local service carriers which commenced operations during the fiscal year 1951 


were allowed a greater relative participation based on their experience in the last quarter 
of the fiscal year 1951. 
98025—52 5 
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(7) The subsidy mail pay was computed by deducting the service mail pay. as 
calculated in (5) above, from the total mail pay for each carrier as calculated i; 
(6) above. 

The details of the computations for the fiscal years 1952 and 1953 are s 
forth for each carrier in appendixes B and C, respectively. 

The foregoing estimates do not reflect possible reductions in subsidy requir 
ments attributable to improvements in route structures of the carriers resultiy 
from mergers, route extensions, removal of restrictions, or other modifications. 


if 


V. CARRIER GROUPS AND APPLICABLE SERVICE RATES 


The administrative separation determined in this report results in the esta! 
lishment of domestic air-carrier groups and applicable service rates for each 
group during the fiscal years 1951, 1952, and 1953 as shown below. 

For the fiscal years 1951, all of the domestic trunk-line carriers are included 
within groups I through III, and all of the local service carriers, which operate 
under temporary certificates of public convenience and necessity, fall within 
groups IV and through VII. 

The two certificated helicopter operators are not included in this grouping 

Chart VI, shown here, and charts VIII, IX, and X, in the appendix, show 
comparative subsidy and service mail pay for domestic carrier groups for the 
fiscal years 1951, 1952, and 1953. 


Group I. Service rates per mail ton-mile, $0.45: ° 


1951—American, Eastern, TWA, United. 
1952—American, Eastern, TWA, United, Northwest. 
1953—American,.Eastern, TWA, United, Northwest. 
Group II. Service rate per mail ton-mile, $0.58 : 
1951—Braniff, Capital, Chicago & Southern, Delta, National, Northwest, 
Western. 
1952—Braniff, Capital, Chicago & Southern, Delta, National, Western. 
1953—Braniff, Capital, Chicago & Southern, Delta, National, Western. 
Group IIT, Service rate per mail ton-mile $0.75: 
1951—Colonial, Continental, Inland, Mid-Continent, Northeast. 
1952—Colonial, Continental, Inland, Mid-Continent, Northeast, Pioneer. 
1953—Colonial, Continental, Inland, Mid-Continent, Northeast, Pioneer, 
Piedmont. 
Group IV. Service rate per mail ton-mile $0.91: 
1951—Piedmont, Pioneer, Robinson, Southwest. 
1952—Piedmont, Robinson, Southwest. 
1953—Robinson, Southwest. 
Group V. Service rate per mail ton-mile $1.48: 
1951—All American, Bonanza, Empire, Frontier, Trans-Texas, West Coast, 
Wisconsin-Central. 
1952—-All American, Bonanza, Empire, Frontier, Trans-Texas, West Coast, 
Wisconsin-Central, Lake Central, Ozark, Southern. 
1953—All American, Bonanza, Empire, Frontier, Trans-Texas, West Coast 
Wisconsin-Central, Lake Central, Ozark, Southern. 
Group VI. Service rate per mail ton-mile $2.58 : 
1951—Lake Central, Ozark, Southern. 
1952—Central. 
1953—Central. 
Group VII. Service rate per mail ton-mile $7.26: 
1951—Central, Mid-West, Wiggins. 
1952—-Mid-West, Wiggins. 
1953—Mid-West, Wiggins. 
Changes within carrier groups 
The domestic air carriers during the fiscal year 1951, with few excepti: 
Lave shown a substantial upward trend in total traffic. The forecast of trath 
for the fiscal years 1952 and 1953 indicates a continuing, but slower, rate | 
growth. As a result of the forecast of increased traffic, six air carriers w 
move to groups with a lower service rate in the fiscal year 1952 and one add 
tional carrier will move to a group with a lawer service rate in the fiscal year 


1953. 


— 


10 Rate established by the Board in the big four mail-rate case on September 19, 195! 
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Local service carriers 

The local service carriers are in their initial developmental stage. These 
earriers were granted temporary certificates on an experimental basis in order 
to bring air service to communities which would otherwise be without such 
service. Only one of these carriers has operated for a period as long as 5 years. 
The remaining 16 local service carriers have been in operation on the average 
for a period of approximately 3 years. Characteristically, these carriers have 
short hauls and serve low density routes which require a protracted period of 
time to develop the traffic potential. During the fiscal year 1951, almost all of 
the local-service carriers experienced a striking increase in traffic and the fore- 
cast indicates that traffic growth will continue through the fiscal year 1953. 

During the period from the fiscal year 1951 through 1953, on the basis of the 
forecast it is anticipated that six of the local-service carriers will move to 
groups with lower service rates. One carrier will move from group VII with 
a $7.26 mail ton-mile service rate to group VI at $2.58, three from group VI 
to group V at $1.48, and two from group IV at $0.91 to group III at $0.75. 

As may be expected of air carriers in the initial stage of development, the 
subsidy requirements are relatively high in comparison with the trunk lines 
which are in a more advanced stage of development. It is recognized that the 
service to local communities, which have not yet realized their traffic potential, 
entails a subsidy to the community as well as to the air carrier. 

Experience has demonstrated that, after the first few years of operation, the 
local-service carriers show a sharp decline in subsidy requirements and it is 
expected that this favorable trend will continue. 

Helicopter carriers 

Since mail is the only significant class of traffic carried, it has been assumed 
for the purpose of this report that the operations of both helicopter carriers 
will be limited to the carriage of mail through the fiscal year 1953 and all of 
the payments to these carriers have therefore been regarded as service mail 
compensation, 
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ApPENDIx D.—Comparison of domestic air-mail postage receipts with cost of 
mail service to the Post Office Department 








las Post office 
— Postage Air transport - Total cost to Excess cost 
Fiscal year receipts ! payments ? — post office | over receipts 
(1) (2) (3) (4) (5) (6) 

EeReaaee $16,326,358 | $17,000,819 ¥, 867, 555 $24, 868, 374 $8, 542, 01+ 
_ ae ----| 19,122,906 19, 547, 242 8, 916, 026 28, 463, 268 | 9, 340, 36: 
a a ee 23,920,465 | 20, , 996 10, 486,892 31,474,888 | 7, 554, 423 
) 33,417,367 | 23,812,440 13, 619, 646 37, 432, 086 4,014, 719 
See 56,412,000 | 22,519,646 | °17,506,000 | 40,025,646 | —16, 386, 353 
BI ely di-6: ind eee 'siniote aici 79,412,510 | 27,948,134 21, 393, 226 49, 341, 360 —30, 071, 150 
eh omc coecacenenseunal , 237, 389 34, 684, 090 14, 366, 557 49, 050, 647 —32, 186, 742 
Didi enwcaewenncesaiiiemael | 68,427,924 | 28, 869, 250 21,713,691 | 50,582,950 —17, 844, 974 
SS 2 er | 64,356,782 | 28, 108,976 39, 682, 659 67, 791, 635 13, 434, 853 
. ee .| 53,586,950 | 50, 621, 084 33, 662, 381 84,283,465 | 30,696,515 
. ee e. 65, 385,503 | 57,300,133 39, 729, 410 97, 038, 543 31, 652, 940 
1950_ ae 74,120,038 | 63,346, 611 41, 586, 638 104, 933, 249 30, 813, 211 
1951 (estimate)..._..__...--.... | #93, 000, | 62,245,000 447,500,000 5 #108, 745, 000 5 16, 745, 000 
Average, 13 years | 85, 286,638 | 35, 153, 879 24, 463, 899 59, 617, 778 4, 331, 140 





: Includes data for territorial carriers which are not segregated by the Post Office Department. 


Mail pay to territorial c 


car- 


? Air- pao payments for each year reflect the most recent Board orders. 
riers is included for comparative purposes. 
3 Postage receipts and Post Office handling costs for 1943 are estimated at the average of 1942 and 1944 
4 Date for fiscal 1951 are estimated on the basis of experience for the first 9 months of the period. 
§ Excludin mail payments to territorial carriers, the total cost would be $109,434,000, and excess cost over 
receipts would be $16,434,000. 


Source: Post Office Department ascertainment reports and carrier’s reports to CAB. 


Apprenpix E.—Relationship of total mail pay to total operating revenue for 
domestic carriers, fiscal years 1938-58 





| 


Nonmail | 


| Mail pay, 


a ae Total mail | Me. To 
Fiscal year |  vevenas pay | revenue percent of 
| total 
(1) (2) (3) (4) | (5) 

1938 ; $25, 404,528 | $14,695,858 | $40, 100, 386 | 36. 65 
1939 30, 695, 744 | = 16, 954,457 | 47, 650, 201 | 35. 58 
1940 ion 46, 754, 772 | 19, 502,266 | 66, 257, O38 | 29.4 
|” Ct Se Beige priminte in 63,927, 887 | 20,942,761 | 84, 870. 648 | 24. 68 
1942 | 82,480,306 | 23,762,756 | 106, 243, 062 | 22.37 
1943. ----| 88,752,404} 22,481,283 | 111, 233, 687 | 2. 21 
1944. _- --| 104, 261,868 | 27,934,940 | 132, 196, 808 21. 18 
1945__- --) 154,218,922} 34,658,022 | 188, 876, 944 18.35 
| iar are 224,748,386 | 28,807,418 | 253, 555, 804 | 11. 36 
1947 a 339,431,217 | 27,955,565 | 367,386, 782 | 7. 61 
aa RRR ROE 350, 143,197 | 50, 223,746 | 400, 366, 943 12. 4 
1949. __ 404, 048,468 | 56,705,560 | 460, 754, 028 12.31 
A ENS PO MR 440, 538,858 | 62,386,052 | 502,924, 910 12. 40 
1951 : _.-| 562,187,000 | 61, 141,000 | 623,328,000 | 9. 81 
1952 (estimate) - oie --| 657,386,000 | 56,525,000 | 713, 911, 000 | 7.92 
1953 (estimate) - des ouhias 707, 566, 000 | 762, 641, 000 | 7.22 


55, 075, 000 | 





Note.—Helicopter operations are excluded Total mail pay includes service pay and subsidy. 


Source: 1938-51 based on carrier’s reports to the CAB. 


nautics Board. 


1952 and 1953 as estimated by the Civil Aero- 
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AprENDIx F.—Cost per revenue ton-mile and ton-mile volume per station for 

















Lf F 2 . 
st of domestic carriers, fiscal year 1951 
ion | 
(1) (2) (3) 
cost 
-ipts H 
eins : | Cost per | Ravens 
Carrier | revenue sor ate 
: | ton-mile ! en 2 
42, 01K 4 i : | 
10" 362 : | Trunk lines: Thousands 
54. 42% 1 | American (BS1).------ weceeseecnseceeoreeseennne sannccnsessees $0. 3120 | 4, 058 
4719 ‘i 2 Braniff (BNF)...........------------------------- ae . 3959 | 975 
BA 35 3 3 RSE ih I a a . 4058 | 1, 198 
1 1m : 4| Chicago & Southern (CHI)-_-.-.....-..--------- roa oil . 4628 | 723 
58 742 Z 5 el ied cncscaessepe: summers i a . 6324 | 305 
14° 974 6 | il a AES eS I SEE: j eS . 5454 | 288 
54” 853 q 7| Delta (DAL) ---...-.--- EE OE a = = . 3691 | 1, 246 
A 515 : 8 | Eastern EAL).....- sing indencioulemin npn etait pieaoo : . 3620 | 2, O85 
2" 940 4 Inland (INL)... _. , EAS EN Ne ‘ . 5449 | 235 
3. 211 10 | Mid-Continent (MCA)?__..........----------- m : - 5298 | 383 
5 000 s 11 | National (NAL)_.........-.-- ad ; ° : | . 3335 | 1, 308 
iis x 12 | Northeast (NEA)_....__- nicl - = . . 6053 | 295 
1.140 z 13 Northwest (NWA) -._.--- peciaceae allan - 4805 | 1, 761 
, j 14 Trans World (TWA)_..-.-__-- a. Geta ca 3701 | 3, 388 
ae 2 15 eS a : “e .3237 2,914 
16 Western (WAL)-_...__-- ave ie es, : . 3562 | 929 
a Local service lines: 
wear : 7] All American (AAA). _. Per wate eo . 9962 82 
1944 18 | Bonanza (BAL)..---. : Wibacles ; 1. 2617 81 
; ; 19 Central (CEN)_-....-. a : és lapeeee 3. 6833 | 12 
ine 20 | Empire (EML).....- ‘ aa _ 9468 58 
dead 21 | Frontier (FAL) _.____- : 1. 2648 63 
; 22 Lake Central (LCA)_.__- : 6359 37 
23 Mid-West (MWA)... : ‘ 5. 3535 3 
24 Ozark (OAL)___..--- 2. 5584 | 24 
: 25 Piedmont (PIA)-_....--- r - . 6672 161 
for ; 26 Pioneer (PAL) --.._--.---- = ~ . 6137 189 
. E 27 Robinson (RAL). .-- ; 4 . S879 147 
os Southern (SOU) _____. Se 1.3601 47 
a 29 Southwest (SW A) . . : . 6121 109 
30 Trans-Texas (TT A) __-- : 1.0911 67 
pay, 31 West Coast (WCA)_.____- ‘ ahora 9006 73 
it of a 32 Wiggins (WIG) ‘ 7. 5216 2 
i] 33 Wisconsin Central (WIS)_.......- Se ee ee ee ; 1. 4096 52 
ae ! Cost per revenue ton-mile represents all operating expense as reported on CAB Form 41 after eliminating 
: nonmail cost functions (passenger service, traffic and sales, and advertising and publicity). A standard 
36. 65 a allowance is made for flight equipment depreciation in lieu of reported amount. Passenger ton-miles are 
35. 58 computed at 190 pounds per passenger including free baggage. 
29.4 ; ? Revenue ton-miles divided by average number of stations in operation. 
24 68 i ’ Includes route 106 operations. 
”. 21 % Source: Data reported on CAB Form 41, 
21. 13 ah 
18. 35 $ 
11. 36 
7. 61 3 
12. 4 
12.31 of 
12. 40 $ 
9.8] 4 
7.92 2 
§ 
Lero- 4 
x 
4 
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ApPpENDIx G.—Distribution of subsidy, by domestic carrier groups, fiscal years 
1951, 1952, and 1953 

















Subsidy 
E a _ | Subsidy per 
Group - Allrevenue | vetah 
| Group per- ; ton-mile 
Amount | cent of total 
(1) (2) (3) (4) (5) 
Fiscal 1951: | 
TF FR al I aptacbor ch sie halaman $3, 641, 000 10. 53 781, 548, 000 to 7 
Lar Art ge eaccmtaabain 9, 276, 000 26. 84 | 259, 805, 000 | . 0357 
EE : ~~ 5, 926, 000 17.14 | 39, 702, 000 | . 1493 
ae panes painted 3, 530, 000 10. 21 11, 580, 000 | . 3048 
Ne ea > af anh ois 8, 641, 000 25. 00 10, 667, 000 | . 8101 
Se : ment wa 2, 298, 000 6.65 2, 050, 000 | 1. 1210 
Ry. 1, 253, 000 3. 63 386, 000 3. 2416 
Total. ...- 34, 565, 000 100.00 |1, 105,738,000; 0313 
Fiscal 1952: Se» TEs 
a : a : ‘ ‘ 1, 670, 000 6.01 978, 175, 000 . 0017 
II : A fia 2, 851, 000 10.26 | 234, 820, 000 | - 0121 
Ill h al 6, 623, 000 23. 84 49, 287, 000 | . 1344 
IV P e 2, 357, 000 8. 48 9, 059, 000 | . 2602 
|, SOR : 7 12, 349, 000 44.44 17, 295, 000 . 7140 
VI eD fhiae 1, 348, 000 4.85 480, 000 2. 8083 
VII 588, 000 2.12 102, 000 | 5. 7647 
Total. ._. 27, 786, 000 100. 00 |1, 289, 218, 000 | - 0216 
Fiscal 1953: ‘ Serer ’ 
aS —- 257, 000 1, 06 | 1, 053, 345, 000 . 0002 
ee ie 2, 079, 000 8. 61 252, 432, 000 . 0082 
Ill ae 7, 149, 000 29. 62 57, 712, 000 - 1239 
= ae 1, 317, 000 5 46 4, 828, 000 | 272 
Vv 11, 513, 000 47.70 18, 988, 000 . 6063 
ae 1, 243, 000 5.16 528, 000 2. 3542 
VII.. 576, 000 2. 39 107, 000 5. 3832 
WO keeedes ; 24, 134, 000 100.00 1, 387, 940, 000 . 0174 





Source: Basic data for 1951 are from CAB Form 41 reports. Data for future periods are as estimated by 
the Civil Aeronautics Board. 
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cS SUBSIDY PER TON MILE OF REVENUE TRAFFIC 


BY DOMESTIC CARRIER GROUPS 
FISCAL YEARS 1951, 1952, 1953 
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APPENDIx H.—Comparative service mail pay and subsidy, fiscal years 1951, 1952, 


Line 
No, 


Pw e Wie 


AA A tt met tt pet BF 


Group 


— oe < 
ar | — 
































1953 
| s 
| Mail pay Percentage distri- 
No. of bution 
anren eenenncm =aenneT eae 
: : wae 
Service Subsidy Total Service | Subsidy 
(2) (3) (4) (5) | @ | @ 

4 $19,470,000 | $3, 641,000 | $23, 111, 000 | 84 | 16 
7 5, 154, 000 | 9, 276, 000 14, 430, 000 | 36 | 64 
5 808, 000 | 5, 926, 000 | 6, 734, 000 | 12 88 
4 219, 000 | 3, 530, 000 | 3, 749, 000 | 6) 4 
7 431, 000 | 8, 641, 000 | 9, 072, 000 | 5 95 
3 247, 000 2, 298, 000 2, 545,000 | 10 rt) 
3 247,000 | 1, 253, 000 1, 500,000 | 16 4 
33 26, 576, 000 34, 565, 000 61, 141,000 | 43 57 
5 22, 635, 000 | 1,670,000 | 24, 305, 000 | 8 | 7 
6 4, 174,000 | 2, 851, 000 | 7, 025, 000 | 59 4] 
6 952, 000 6, 623, 000 7, 575, 000 13 S7 
3 133, 000 2, 357, 000 2, 490, 000 5 95 
10 676, 000 12, 349, 000 13, 025, 000 5 95 
I 52, 000 | 1, 348, 000 1, 400, 000 4 06 
2 117, 000 | 588, 000 17 83 
33 28, 739, 000 27, 786, 000 51 49 
5 24, 238, 000 257, 000 24, 495, 000 a9 l 
6 4, 501, 000 2, 079, 000 6, 670, 000 HY 31 
7 1, 101, 000 7, 149, 000 8, 250, 000 13 87 
2 83, 000 1, 317, 000 1, 400, 000 | 6 ot 
10 747, 000 11, 513, 000 12, 260, 000 | 6 oft 
1 57,000 | 1, 243, 000 1, 300, 000 4 we 
2 124, 000 | 576, 000 700, 000 18 82 
33 30, 941, 000 24, 134, 000 55, 075, 000 56 44 


Source: Basic data for 1951 fiscal year are from CAB Form 41 reports. Data for future periods are as 
estimated by the Civil Aeronautics Board, 
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STATEMENT BY NoRMAN MacDonatp, Executive Director, MASSACHUSETTS FeEp- 
ERATION OF TAXPAYERS ASSOCIATIONS, INC., BosTon, MaAss., ON SEPARATION OF 
AIRLINE SUBSIDY PAYMENTS From Arr Mair Cyarces (H. R, 508, H. R. 190) 


The organized taxpayers of Massachusetts urge upon the Committee on Inter- 
state and Foreign Commerce favorable action to bring to the floor of the House 
legislation filed by two Massachusetts Members of Congress, John W. Heselton 
and John F. Kennedy, which we believe would effectively and reasonably separate 
subsidy payments to United States airlines from charges allowed those carriers 
for transporting air mail. 

We urge this action not because of any prejudice against the airlines, or be- 
cause of opposition to the principle of subsidy payments. We do so only because 
we object to the concealment inherent in the present law which seems to us 
neither in the public interest nor in the ultimate interest of the airlines them- 
selves. 

In this position we stand with the Hoover Commission on the Reorganization of 
the Federal Government; with the Postmaster General: and with the distin- 
guished Members of the Senate who fought unsuccessfully at the last session 
for exactly what the legislation before you seeks to accomplish. 

Finally, we stand with this committee and with Congressmen Kennedy and 
Heselton in the action in the last Congress originating here and resulting in an 
overwhelmingly successful vote in the House. 

With all possible seriousness we assure you that we can see no excuse for 
continuing the present unsatisfactory relationship between the airlines and the 
Federal Government. With equal seriousness we assure you of our feeling that 
the bill passed by the Senate is unsatisfactory in so many major respects that we 
feel it should not be the basis either for House action or even for compromise. 
The Heselton-Kennedy legislation seems to us to come to grips fairly and ade- 
quately with a problem of great public importance and we bespeak your support 
in behalf of American taxpayers deeply concerned over the burdens they are 
currently called upon to bear. 

The Cuarrman. Mr. Nyrop, will you please make your statement 


at this time? 


STATEMENT OF DONALD W. NYROP, CHAIRMAN, CIVIL AERO- 
NAUTICS BOARD, ACCOMPANIED BY GORDON M. BAIN, DIRECTOR, 
BUREAU OF AIR OPERATIONS, CIVIL AERONAUTICS BOARD 


Mr. Nyror. Thank you, Mr. Chairman. 

My name is Donald W. Nyrop, chairman of the Civil Aeronautics 
Board. 

Mr. Chairman and members of the committee, I am pleased to have 
this opportunity to present to your committee the views of the Civil 
Aeronautics Board on the various legislative proposals pending be- 
fore the House relating to subsidy separation. Perhaps this matter 
has received more consideration on the part of the Congress, the 
executive branch of the Government, and the industry, than any other 
aviation matter during the past 2 years. An indication of its impor- 
tance is the fact that it has been included as an aflirmative part of the 
President’s program for the past 3 years, and at present there are 11 
bills pending before this committee which seek various solutions to the 
problem. 

At the outset I would like to state that the Board continues to sup- 
port wholeheartedly the legislative separation of compensatory mail 
pay from subsidy and recommends that this Congress pass appropriate 
legislation. The Board has made substantial progress in its program 
for the administrative separation of subsidy from mail pay during the 
last 9 months; however, it considers that legislation on this subject 
is vital for two reasons: (1) Separation of subsidy will have a signi- 
ficant effect upon the Nation’s air carriers and air transportation sys- 
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tem and therefore should have legislative sanction and direction from 
the Congress; and (2) it will be necessary to readjust the present statu- 
tory relationship between the Post Office and the Board in relation 
to mail pay and subsidy, defining specifically the areas within which 
each agency is to operate. 

I should now like to pass to an analysis of the problem. 

In view of the number of bills now pending before the House of 
Representatives on the subject of separation, I shall not attempt to 
discuss each one individually. In the Board’s opinion, the most use- 
ful way in which it can serve your committee in its deliberations is to 
analyze and present its views on the major principles involved in the 
bills. 

Under date of March 14, 1952, the Board, in response to request from 
the chairman of this committee, commented on S. 436, suggesting a 
number of recommended amendments thereto. If these recommenda- 
tions were incorporated in S. 436, the Board believes that it would be 
entirely workable and satisfactory. The same doubtless would be true 
of other bills before the committee. Since S. 436 passed the Senate 
during this Congress, however, it seemed appropriate to use it as a 
focal point for discussion of the principles involved. To this end, I 
want to stress the fact that the Board is extremely desirous of being 
as helpful as possible to the committee, and we will gladly make avail- 
able to you any data in our possession. 

In the Board’s view the following are the major problems connected 
with subsidy separation legislation : 

1. The standards for compensatory mail rates. 

2. Subsidy separation for United States air carriers engaged in in- 
ternational transportation under the legislation. 

3. Methods for carrying forward the Board’s program in this field. 
. Carriage of air mail by surface carriers. 

Administrative and procedural problems. 

Subsidy support. 

Subsidy contracts. 

8. Carriers which are entitled to subsidy. 

Before discussing each one of these subjects in detail, I should like 
to tell the committee what the Board has done in the last year to 
carry forward the subsidy separation program. On July 9, 1951, the 
Board advised the Congress that it proposed by September 30, 1951, 
to submit to the President and the Congress a report setting forth an 
administrative separation of the compensatory and subsidy elements 
of mail pay for all of the domestic carriers, and that by July 1, 1952, 
a like report would be submitted to the President and the Congress 
with respect to international overseas and territorial carriers for the 
fiscal year 1953. The Board at that time expressed its hope that Con- 
gress would enact separation legislation as promptly as possible so 
that the Board’s program could be geared to such legislation at a 
stage early enough to avoid the Board having to duplicate any of its 
work in this field. 

The cornerstone of the Board’s administrative separation activities 
is its decision of September 19, 1951, in the Big Four Mail Rate case. 
In that case a rate of 45 cents per ton-mile of mail carried, effective 
from January 1, 1951, was established for American, Eastern, TWA, 
and United. This was designated as, and determined to be, a com- 
pensatory rate free from all subsidy. The Big Four case was particu- 
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larly important in that it developed certain techniques of costing the 
mec service, which are appropriately being used in determining the 
compensatory element of the total mail payments of other carriers. 

The second development which the Board regards as important, 
so. far as the administrative separation of subsidy is concerned, is its 
report dated September 28, 1951, entitled “Administrative Separa- 
tion of Subsidy From Total Mail Payments to Domestic Air Car- 
riers.” Copies of this report were transmitted to this committee on 
October 1, 1951. This report applied the principles laid down in the 
Big Four decision to the mail rates paid all other domestic air car- 
riers. The method followed in this report involved the following 
steps: 

(1) Domestic air carriers were grouped to reflect their relative 
attainable unit costs as determined by the revenue ton-miles per 
station transported by each carrier. 

2) Each of the domestic air carriers certificated for the transpor- 
tation of mail was assigned to one of seven groups. 

(3) The service rates for the various carrier groups were deter- 
mined in this manner: 

(a) The percentage differential between the average operating costs 
for the fiscal year 1951 for the Big Four and the average operating 
costs of carriers in each group was determined. 

(6) This percentage differential was applied to the service rate of 
$0.45 established for the Big Four to obtain the service rate of each 
of the other groups. 

The application of this formula established the service mail rate for 


e 
each of the seven groups as follows: 
Service rate per 
mail ton-mile 
Service rate per 
mail ton-mile 


NS eg OT Le TE ACen TRE ht ee Se Eee Pe 
Cs SE a ae Rr ae ea he SR ste ies aed Sa 58 
Grew s44.... adi ect a #o WA ee LOL ete mee eas OE hee 
CRPU ae s k d  ie ek wiles 91 
le Ee ES BIA: BS Se ee bieetdhidinaiih be 8 ot ee 1. 45 
Co SaiebaR saRPR  CRa AE labae, SNA Se > vee CSE ae ae a 2.58 
CB RS ta Me MRT A AE NC ema ah Nive Abate AAE METS 7. 26 


By the application of a specific group rate to the ton-miles trans- 
ported by each carrier in that group, it is possible to ascertain the 
specific amount of compensatory mail pay for each carrier. The dif- 
ference between the compensatory pay and the total mail payment 
represents the subsidy paid. These calculations appear in appendixes 
A, B, and C of the Board’s separation report. 

The Board stated in its subsidy separation report that it will en- 
deavor to develop a progressively refined basis for establishing sepa- 
ration. However, the Board believes that, in its basic outlines, the 
report is sound and represents a contribution to the matter of subsidy 
separation. 

The Board is now engaged in the task of preparing a subsidy sepa- 
ration report covering international, overseas, and territorial air car- 
riers which will be released on or before June 30, 1952. 

It may also be appropriate at this point to indicate briefly to the 
committee the work accomplished by the Board during this fiscal year 
in drastically reducing the mail pay of the Government. In the 
8-month period ending February 29, 1952, the Board issued 33 mail- 
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rate orders, of which 18 were final mail-rate orders and 15 temporary 
mail-rate orders. The final rate orders resulted in a net recapture 
for past periods of mail pay in the amount of $9,269,000. Final 
mail-rate cases now being processed will result in additional refunds 
to the Government. Moreover, on the basis of the new rates estab- 
lished by the Board in the past year there has been effected an annual 
reduction in total mail pay of almost $11 million, assuming the same 
volume of mail carried. 

The Board is proud of this record and believes that its adminis- 
trative separation program has contributed substantially to it. At 
this point I believe it would be helpful to the committee to present 
briefly some information regarding present status of the airline indus- 
try, together with the historical development of the costs of the mail 
services. 

Mr. Chairman, with your permission, I would like to present and 
discuss five charts at this time. 

Mr. Hesetron. Will Mr. Nyrop indicate what the numbers of the 
charts are in terms of the report? 

Mr. Nyrop. These charts are not in the report, Mr. Congressman. 
These are supplemental charts. They are the charts which were sub- 
mitted to the Senate Interstate and Foreign Commerce Committee, 
but brought up to date. They are in the green book of hearings before 
the Senate, sir, but they are not the charts used in the separation 
report. 

This first chart here is a comparison of the postage receipts with 
the cost of the air-mail service to the Post Office Department. It is 
for a 14-year period ending June 30, 1951. 

The bright red solid color represents the air-mail postage receipts 
that have been received by the Federal Government. The cross-patch 
red part here indicates the payments that have been made to the 
domestic certificated airlines, by years, as authorized under the rate 
orders of the.Civil Aeronautics Board. The black slanted line bar 
chart represents the cost to the Post Office Department for their share 
of handling the air mail. 

I would like to point out two or three significant facts with regard 
to this chart. You will note that in 1943, 1944, 1945, and 1946 the 
solid-red bars exceed in each one of those years, and in three of them 
quite substantially, the total cost to the Government for handling the 
air mail. 

Now, I would like to move over to 1949, 1950, and 1951. In those 
3 years you will see that the solid red line increases substantially each 
year. That means that the total receipts to the Federal Government 
for the handling of air mail has increased each year. However, the 
red-checkered column here, which represents the payment to the 
domestic scheduled airlines, holds almost even across those years. In 
other words, as the Board has moved forward in its program with 
regard to getting our mail-rate program current, and as the rate orders 
_ have reflected the reduced cost to the air carriers, we have reduced the 
payments to the airlines, and it has held substantially steady in 1949, 
1950, and 1951. 

The increase in the volume of mail, 1951 over 1950, was approxi- 
mately 30 percent. 

Mr. O'Hara. Is that domestic carriers, Mr. Nyrop? 
Mr. Nyrop. Yes, sir, this is strictly domestic carriers. 
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Mr. Heseuron. Is this calendar years or fiscal years / 

Mr. Nyror. This is fiscal years on this chart. 

Mr. Hate. You say the first table is everything, domestic and 
foreign ¢ 

Mr. Nyror. No, sir, this is just the domestic airlines. 

Mr. Dotiiver. Would you hand up the chart after you get through 
with it so that we can see it up here? 

Mr. Nyror. Yes, sir, I will be glad to do that. 

This next chart, which is chart No. 2, reflects the mail payments to 
domestic air carriers by carrier groups, namely, the Big Four, and 
then all other trunk lines; and the black here represents the local- 
service airlines. 

This chart starts with the year 1938, and runs through 1951. This 
shows the total dollar amounts for that period of the disbursements 
by the Federal Government to the airlines for mail payments. For 
example, it shows that in 1938, the total amount of money paid to the 
Big Four airlines was approximately $11 million. By 1951, it had 
risen to approximately $2214 million; and as Congressman Heselton 
pointed out, the Big Four carriers to which this amount was paid, haul 
approximately 70 i of the domestic United States mail. 

‘he broken red line here shows the disbursements to the other trunk 
carriers, 13 of them, and it shows that in 1951 the total disbursement 
was approximately $16 million. 

The black line represents the payments to the local service car- 
riers, and you will note that the amount of such payments starts to rise 
quite sharply here in 1946. That is when the Civil Aeronautics Board 
undertook its program to certificate additional air carriers to serve 
local-service traflic, and to serve cities with smaller populations than 
had been served by the air pattern of the United States before. The 
total payments in 1951 to local service carriers totaled approximately 
$19 million, between $18 million and $19 million. 

These charts will be made available for the committee’s study, and 
for inclusion in your report if you so desire. 

This next chart represents the domestic mail pay per mail ton-mile. 
It is for the trunk carriers only. 

Mr. O'Hara. Mr. Nyrop, for the purpose of the record, I wonder 
if you would not refer to the number of the chart so it is not confusing. 

Mr. Nyror. Yes, sir. This is chart No. 3, Congressman O*Hara. 

This chart shows that in 1938, the Big Four carriers received ap- 
proximately 175 cents, or $1.75, per ton-mile for carrying the mail. 
By 1951, this was down to 45 cents. 

This chart also shows, with regard to the other trunk carriers, that 
in 1938 they received approximately $3.90 per ton-mile of mail car- 
ried. There was a sudden drop in 1942, 1943, and 1944 during the 
war; in subsequent years the chart climbs again to a high in 1949; and 
these other carriers are now receiving approximately about $1.40 per 
ton-mile. : 

Mr. Dotuiver. Which companies do you refer to as the Big Four? 

Mr. Nyror. That is American, TWA, United, and Eastern. 

Mr. Beamer. You referred to the other lines as “other companies.” 

Mr. Nyror. The other companies are Western Air Lines, Inland Air 
Lines, Continental Airlines, Mid-Continent, Braniff, Delta, Chicago 
and Southern, Colonial, Northeast, Capital, Northwest—did I get 
them all? I forgot National Air Lines. 
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Mr. Hinsuaw. Could I ask a question at that point? You show a 
very material increase in rates in 1947 and 1948 and so on, and then 
a dropping off in the last 3 years. Is it not true that during that 
ss a great many new carriers were certificated / 

Mr. Nyropr. Yes, sir, it is true that during that period there were a 
considerable number of local service carriers that wree certificated ; 
a total of 20, to be exact, sir. 

Mr. Hinsnaw. That is the point I would like to have brought out 
here, because with the certification of the local service carriers, it was 
quite natural that the rates should increase materially on the average, 
rather than the rates for the Big Four. You have no line there rep- 
resenting the continuation of the rates for the carriers that were cer- 
tificated prior to that time, that is, at the end of the war. Do you 
suppose that it would be proper to put another line, beginning in 
1946, which would indicate the continuing rates for those carriers that 
have been certificated prior thereto, and indicating the fact that they 
have come along at different rate levels ¢ 

Mr. Nyrop. That is right, sir. Chart No. 2 showed that informa- 
tion, not in cents per ton-mile, but in terms of total dollar disburse- 
ments by the Federal Government. 

Mr. Hrnsnaw. I see that on chart 2; but on the other hand, you 
have a great many new carriers certificated in that area, and I think 
it would be well to show what the carriers certificated prior thereto 
have done. The point is that the program of the Civil Aeronautics as 
outlined in the Civil Aeronautics Act of 1938, in which the United 
States made certain declarations as to policy, has worked out very 
well, indeed, and that the rates for the carriers for the carriage of 
mail, as well as other passengers and property, has in fact decreased 
since the 1938 act was passed. 

At the same time, it has performed a large volume of service and 
provided a great many aircraft and pilots available to the national 
defense in case of need. 

Mr. Nyror. That is right, sir. 

Mr. Hinsuaw. I think that that other line should be put in there 
to indicate the carriers up to the time of the end of the war, and their 
continuation up to the present time, as a separate group. That is, 
you start out right where your pointer is, on the line above there [indi- 
cating], in 1945, the broken line, and continue that carrier group that 
is in that group at that time on to the end of the chart, as a separate 
line. In other words, eliminating those carriers that have been cer- 
tificated since that time. 

Mr. Nyrrop. Excuse me, sir, this line which shows the payments per 
ton-mile to all other trunk lines does not include the local service 
carriers. This chart does not include the local service carriers. 

Mr. Hinsuaw. It does not include the local service carriers? 

Mr. Nyrop. No. The local service carriers are shown on chart No. 
2 which shows the total dollar amounts received from the Federal 
Government. 

Mr. Hinsuaw. I understood you to say that that was all other ear- 
riers, I am sorry. 

Mr. Nyrop. No, sir; it is only the trunk carriers. 

Mr. O'Hara. Well, is it not true, Mr. Nyrop, that about 80 percent 
of the so-called air-mail subsidy goes to these so-called short-haul or 
what is sometimes referred to as the feeder airlines ? 








8 LORS ore i 


slot cal tpi etaii gins Rilesiedi ss Tek Pott 


LN Ne 5s et RAIS 


wile, 


d 
4 
3 
+ 


et A 






















ya 
en 
bat 


ut 
as 
re, 
'p- 
}'- 
Ou 

in 
at 
ey 


ja- 
“e- 


oul 
nk 
to 
as 
acl 
ry 
of 
ad 


id 
al 


re 
ir 
is 
‘i- 
at 
te 
I'- 


er 
ce 





envi Pa ae A: 


hela RS i 
AE PARE 


; 
bss 








AIR-MAIL SUBSIDIES 85 


Mr. Nyror. Congressman O'Hara, let me answer that question this 
way: The subsidy separation report of the Civil Aeronautics Board, 
as has already been pointed out to Congressman Heselton, shows 
that in 1951 the subsidy to all domestic air carriers was approximately 
$34 million; and that of the two, breaking it down into two groups, 
better than $1714 million was paid to the local service carriers. About 
$1614 million was paid to the trunk lines. 

Chart No. 4 is an index of the cost per ton-mile of the Big Four 
trunk-line carriers. It covers the period 1938 through 1951. 

Please note that the figures over here in the left- hand column are 
indexes and not dollar or cents amounts. On this chart the index 
of 100 represents 50 cents. 

This chart shows that in 1938, the cost per ton-mile of Big Four 
was approximately 72 cents. It shows that this cost dropped, and 
during the war reached a point here |indicating|, where it was ap- 
proximately 40 cents; and it rose in 1947 and 1948; and today the 
cost per ton-mile is about 44 cents. 

Mr. Hinswaw. You mentioned the word “cost” there. Is that their 
cost or the Government cost / 

Mr. Nyrop. It is their cost, sir, as reflected in the accounts that they 
submit to the Civil Aeronautics Board. 

Chart No. 5 is an index of the cost per ton-mile of other than the 
Big Four trunk-line carriers. To be real clear, this does not include 
the local service carriers, Congressman Hinshaw. 

This shows that in 1938, the cost per ton-mile on this index here was 
an index of 155, which represents approximately $1. It dropped 
down, of course, during the war years, to something in the neighbor- 
hood of about 51 cents, and it traveled up again in 1947; and by 
1951, the cost per ton-mile for this specific grouping of trunk carriers 
was approximately 52 cents. 

Mr. Htnsuaw. Am I correct in the thought that the fact that during 
the way years there was a low cost, indicates that by increasing the 
volume the cost can be further decreased ¢ 

Mr. Nyrop. It was volume and high utilization of aircraft during 
the war. As you recall, the DC—3’s were utilized by certain com- 
panies as high as 1114 or 12 hours and 15 minutes per day, which is a 
very high utilization; and the load factors, of course, were approxi- 
mately 100 percent, and unless you had a priority vou could not get on 
an airplane, 

Mr. O'Hara. How well I know that. 

Mr. Nrrop. With the committee’s permission, I should like to con- 
tinue with the presentation of the Board’s statement, on page 7. 

At this time I should like to discuss standard for compensatory 
mail rates. 

The paramount objective of subsidy separation legislation is to 
enable the Congress, the executive branch of the Government, and the 
public, to know how much the air-transportation system is costing 
United States taxpayers. It is important that the legislation set 
forth a workable, logical standard for the Board to apply when it 
determines how much: compensation a carrier should be paid for carry- 
ing the mail and what additional amount representing subsidy, if 
any, is necessary for its support. Unless the proper standard is 
chosen and properly applied by the Board, the separation legislation 
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will fail in its objective, and air carriers may be either overpaid or 
underpaid for the carriage of the mails. 

The Board supports the cost standard which provides that compen- 
satory mail rates shall be based on the costs experienced in the past 
for the transportation of mail and upon projected costs for such serv- 
ices to be rendered in the future under honest, economic, and efficient 
management. The mail costs in such a standard are to be fairly as- 
signed and apportioned ; this, of course, includes a fair return on that 
portion of the total investment which is used and useful in such mail 
services. This standard is set forth in paragraph (2) of section 406 
(a) of S. 436. 

Next I should like to discuss subsidy separation for United States 
air carriers in international transportation. 

A very important policy question raised by section 406 (d) of S. 
436 is whether there should be the same type of separation for air 
carriers operating internationally as for the domestic carriers. The 
House bills, without exception, provide that the same separation prin- 
ciples shall apply without distinction to all United States carriers 
engaged in the carriage of mail. S. 436, however, adopts an entirely 
different treatment for the international carriers. S. 486 provides 
in substance that the Universal Postal Union rates will be considered 
as the compensatory rate for United States carriers hauling United 
States mail in international air transportation. 

At this point I would like to invite the committee’s attention to the 
table set forth as appendix 2 to this statement. It is a comparison of 
the mail payments, including subsidy, under the existing provisions of 
the Civil Aeronautics Act, to United States air carriers in interna- 
tional service for the 12 months ended December 31, 1951, with the 
mail payments which would have been made for the carriage of that 
mail under the provisions of S. 436. The estimates are subject to cer- 
tain errors specified in the footnotes to the table, which arise because 
of lack of detailed information. While these errors would tend to 
diminish the difference between the estimated payments under the 
UPU rates and the payments actually made pursuant to the orders 
of the Board, the table is, in the Board's opinion, basically sound and is 
quite startling in its implications. It will be noted from appendix 2 
that had the UPU rate been the compensatory rate during the calendar 
year 1951, our international carriers would have received aggregate 
mail pay in excess of that actually received under Board mail-pay 
awards, which have admittedly contained considerable subsidy. — 

The Board strongly supports the principle contained in the House 
bills and is opposed to any different standard for subsidy separation 
in the international field. The reason for this position is that any 
separation standard which is not based upon the cost of carrying the 
mails would so distort the financial picture of the carriers involved 
that it would be impossible for the Congress or the public to know 
how much our foreign air-transportation system is subsidized by 
the Government. In the Board’s opinion, a separation standard not 
based on cost would be worse than no separation at all, since the pri- 
mary purpose of the legislation would not be attained. 

In view of the foregoing, the Board believes that the only sound 
method for handling mai! rates in foreign transportation is on the 
same basis prescribed for the domestic carriers. 
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Next I should like to discuss the method for carrying forward the 
Board’s program. 

Mr. HinsHaw. Does the witness want questions as he goes along, or 
do you want to wait until later ? 

The Cuarrman. I think it would be better to wait until the witness 
has finished. I think he will be finished in a few minutes. 

Mr. Nyrop. I referred earlier in my statement to the work the 
Board has done during the past year on the separation of subsidy 
from the mail pay. The Board believes that the work done to dave 
should not be lost and that the Board should not be required to re- 
process within any specified time every final mail rate that has here- 
tofore been established. To avoid precipitating a great increase in 
the Board’s workload without any corresponding benefit to the mail- 
rate program, the legislation should not itself reopen any mail rate 
or class of rates. Rather, such reopening should occur only where 
there is need to review the level of rate being paid under existing 
orders. 

S. 436 solves this problem in a way which the Board believes com- 
pletely satisfactory for the domestic air carriers, provided that the 
classes and initial rates set forth therein be modified to reflect the 
classes and rates established by the Board’s separation report which 
I have mentioned earlier in this statement. 

So far as international mail rates are concerned, subsidy separation 
should be handled administratively by the Board as each mail-rate 
case comes before it for decision. As the rate cases are finalized for 
each carrier the compensation and subsidy mail pay will be clearly 
indicated in the Board’s order. The amount so indicated will be the 
basis for the Board’s request for subsidy appropriations. 

In the alternative, the Board would have no objections to legislation 
which did not formally specify classes of rates for either domestic or 
international carriers, but which would permit the Board to effectu- 
ate separation as each case comes before the Board for decision and 
would permit the existing rates to remain in effect pending such dis- 
position, 

Under the gradual formal transition of subsidy separation I have 
just described, the question is raised as to the time when the Board 
should assume the responsibility for securing appropriations from 
the Congress for subsidy and making subsidy payments to the air- 
lines, and the Post Office Department relieved of responsibility for 
any payments involving subsidy. The Board believes that an orderly 
transition could best be accomplished in two stages: First, responsi- 
bility for appropriations for subsidy payments to domestic carriers 
should be transferred to the Board for the fiscal year beginning July 
1, 1953. Second, responsibility for appropriations for subsidy pay- 
ments to international, overseas, and Territorial air carriers should 
be transferred to the Board for the fiscal year beginning July 1, 1954. 
This two-step transition is considered desirable in view of the fact 
that the Board’s work in domestic separations has progressed con- 
siderably further than its efforts in the international field. 

Next I should like to discuss carriage of air mail by surface carriers. 

Another point which warrants consideration is the question of ship- 
ping by surface means, mail on which air-mail postage has been pre- 
paid. At the present time, S. 436 requires that the Postmaster General 
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tender all mail matter on which air-mail postage has been paid for, 
carriage by air, except in a certain few circumstances. It is the Board’s 
position that the shipment of air mail by surface means can be justified 
only in cases where air transportation would involve a loss of time in 
delivery. Consequently the Board desires to see retained in the sub- 
sidy-separation legislation a provision similar to that set forth in sec- 
tion 4 of S. 436. However, the Board would have no objection to and 
would support an amendment to that provision granting greater dis 
cretion to the Postmaster General so as to permit him to ship air-mai| 
matter by surface whenever he reasonably believes that it would be 
more expedititously delivered. 

Next I should like to discuss administrative and procedural prob 
lems relating to compensatory rates. 

There are several matters of an administrative and procedural 
nature involved in the separation of subsidy. All the bills provide 
that the Board will be the agency to determine the compensatory rate 
in domestic transportation. However, under 8S. 456 the Postmaster 
General is made responsible for determining the applicable rate for 
foreign transportation, though in most cases such determination under 
that bill would be an administrative task only and not one involving 
either judgment or findings as to cost. 

The Board believes that all rates should be fixed by it as the agency 
having jurisdiction over civil air transportation in the United States. 
Many of the members of this committee will recall that it was in re- 
sponse to a need for the unification of all aviation matters under one 
agency that gave rise to the creation of the Civil Aeronautics Board 
in the first instance. Prior thereto, contracts for the carriage of the 
mail were made with the Post Office Department, mail rates were de- 
termined by the Interstate Commerce Commission, and safety stand- 
ards were established by the Department of Commerce. The Board 
believes it would be a mistake to revert to that earlier system of divided 
responsibility and power. 

S. 436 contains no provision authorizing the Board to fix temporary 
compensatory rates. On the other hand, H. R. 191 and H. R. 506 both 
provide that the Board shall have power to fix temporary compensa- 
tory rates for the carriage of the mail with or without notice and hear- 
ing. The Board believes that such a statutory provision is necessary 
and useful and meets a need which cannot adequately be met under the 
subsidy powers. New carriers, starting in business, are entitled to be 
paid for their services of transperting the mail while their mail-rate 
petition is pending. In other cases, rate proceedings when contested 
are frequently very lengthy, and there will be occasion when failure 
to make an adjustment in rates before the proceeding is completed 
will work a substantial hardship on the carrier or may result in sub 
stantial overpayment. In those cases in which there is an overpay- 
ment to be recaptured from the carrier at the end of the proceeding, 
this course of action is unsatisfactory since frequently the carrier may 
not be in a position to make a cash repayment immediately because to 
do so might jeopardize its financial stability. The Board therefore 
urges that a provision granting it the power to make temporary rates 
applicable without notice or hearing be included in the legislation. 

S. 436 makes no provision for the burden of proof in cases where 
compensatory mail rate proceedings are instituted by petition. H.R. 
191 and 507 both contain a provision placing the burden of proof on 
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the petitioner in such cases. The Board believes this is not only the 
usual rule, but a very sound one, and it recommends that final legisla- 
tion on this subject include such a provision. 

Next I should like to discuss subsidy support. 

Under section 406 of the Civil Aeronautics Act the Board is directed 
to include in mail pay the support necessary to meet the carrier’s total 
need under honest, eflicient, and economic management. Air carriers 
meeting these statutory standards are entitled to subsidy support. 
S. 436, by omitting express direction that the Board shall pay subsidy 
in accordance with the statutory standards, leaves this matter in doubt. 
The Board believes such provision to be essential to the sound develop- 
ment of a strong air transportation system. 

Next I should like to discuss subsidy contracts. 

In S. 436, as it passed the Senate, there was included a provision 
enabling the Board to enter into contracts with air carriers guaran- 
teeing the continued payment of subsidy for terms not exceeding 5 
vears in the case of air carriers engaged in foreign air transportation 
and not in excess of 3 years for domestic operators. However, if the 
net income of the operator exceeds costs by 10 percent, the carriet 
would be required to return 50 percent of the excess to the United 
States Treasury. 

The Board does not regard this contract provision as essential to 
the subsidy legislation but does not oppose the inclusion of a provision 
of this nature since it might be a useful tool in administering the sub- 
sidy separation provision. However, it should be amended to permit 
the Board, after notice and hearing, to raise or lower the contract 
rates, as it may find necessary, upon a change in conditions. Other- 
wise, the contract might prove either grossly inadequate or granting a 
windfall to the carrier, which the Board would be powerless to prevent. 

Next I should like to discuss carriers which should be entitled to 
subsidy. 

It has been the opinion of the Board throughout the development 
of this legislation that subsidy should be paid only to those carriers 
who are authorized by a certificate of public convenience and necessity 
to carry the mails. We continue to believe that this is a sound restric- 
tion. Expanding the subsidy provisions to embrace all air carriers 
would radically change the present approach of the Civil Aeronautics 
\ct and would tremendously increase the subsidy bill of the 
(covernment. 

Under the Civil Aeronautics Act as it now stands, 16 trunk line 
carriers, 17 local service carriers, 3 helicopter operators, 12 interna- 
tional carriers, and 12 territorial carriers are eligible for subsidy pay- 
ments. While we do not yet know the total amount of subsidy that 
is paid annually to these 57 carriers, we do know that the total is sig- 
nificant and approaches $80 million a year. The Board is making every 
reasonable effort to reduce the subsidy cost of air transportation to the 
lederal Government, and believes strongly that no additional carriers 
should be made eligible by statute for subsidy at this time. In the 
event that services of nonmail carriers become so necessary in the 
national interest as to require subsidy support, the Board can authorize 
such carriers to carry mail, using the present statutory device. 

. Mae 9 en 1 and 2 referred to in Mr. Nyrop’s statement are as 
follows :) 
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APPENDIX 1 


TABLE I.—Estimated changes in mail pay with respect to carriers for which new 
rates were established during the period July 1, 1951, to Feb. 29, 1952 
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All American 
American ? 
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APPENDIX 2 


United States air mail carriers in international service, actual mail pay com- 
pared with mail pay computed at Universal Postal Union rates (12 months 
ended Dec. 31, 1951) * 


United States mail 
ifferences 
revenue Differences 


As est ate > 
Asestimated | 4 ctnal over | Estimated 


Actual ? ye estimated over actual 
American $123, 000 $471, 000 |... $348, 000 
Braniff 2, 068, 000 646, 000 $1, 422, 000 
Chicago & Southern 43 1, 853, 000 114, 000 1, 739, 006 
Colonial 197, 000 54, 000 143, 000 
Eastern . 261, 000 1, 184, 000 923, 000 
National 40, 000 50, 000 10, 000 
Northwest 3, 800, 000 5, 278, 000 1, 478, 000 
Panagra 2, 107, 000 1, 091, 000 1, 016, 000 
rwa 9, 014, 000 10, 763, 000 1, 749, 000 
United i : 677, 000 | 2, 568, 000 1, 891, 000 
Pan American 
Alaska. -_- + . 845, 000 1, 440, 000 495, 000 
Atlantic 13, 686, 000 13, 109, 000 577, 000 
LAD 7, 227, 000 9, 179, 000 1, 952, 000 
Pacific WE 11, 072, 000 12, 934, 000 1, 862, 000 
gf Uy | eee . 32, 830, 000 36, 662, 000 
Grand Total a dines 52, 970, 000 58, 881, 000 5, 911, 000 


For the purpose of this comparison, the UPU rates employed are as follows: United States mail—letter, 
2.86 per ton-mile: parcel post, 7144 cents per ton-mile 
2 Adjusted to reflect Board orders through March 18, 1952, for the 9 months Jan. 1-Sept. 30, 1951, and as 
reported by the carriers for the 3 months Oct. 1-Dee. 31, 1951 
3 Based upon the UPU rates shown above applied to the United States mail ton-miles reported on Forms 


41 filed with the Board. 
GENERAL NOTES 

A. The basic rate of $2.86 has been used throughout, although in several in 
stances the rate is lower because the reported mail ton-miles are not broken 
down in such manner as to apply other than the basic rate. For example, the 
rate for mail from United States-Shannon-Egypt is (a) $2.86 to Shannon and 
(b) $1.48 from Shannon to Egypt. The reported mail ton-miles are not broken 
down so as to permit application of the lower rate. 

B. Mail carried to United States overseas possessions ordinarily is charged at 
the domestic rate. Since there is no breakdown of mail ton-miles as between mail 
for overseas possessions and for foreign countries, we have had to apply the 
$2.86 rate uniformly. 

C. The letter mail ton-miles on Form 41 include “other articles” to which the 
$2.86 rate was necessarily applied. However, according to the Post Office De- 
partment “other articles” are actually paid for at the parcel post rate. 

Mr. Becxworrn. This is really not a question, but I know you are 
aware of the fact that this committee passed the Heselton bill quite 
a while ago. I am wondering if you would prepare for the benefit 
of this committee what you regard as a summary of your opinion of 
the provisions of it, pointing out which you feel are completely un- 
workable so far as the CAB is concerned, if you feel that there are any 
provisions of that nature, that we might have your best opinion based 
on a current study of it, and in the light of what has happened since 
we passed it, as we go along and undertake to write this legislation. 

Mr. Nyrop. Yes, sir; we will prepare such an analysis and submit it 
to your committee. 

Mr. Harris. As I recall, the Heselton bill, as we referred to it as re- 
ported out of the committee, was changed, and later a group of mem- 
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bers and interested parties got together and amended that bill which 
subsequently passed the House. Now, which bill did you mean! 

Mr. Becxwortn. I refer to the bill that the committee passed which 
subsequently was passed in the House. 

Mr. Hesetron. Will the gentleman yield on that point? 

I think it might be helpful to the committee, Mr. Chairman, if it is 
stated here that the chairman did write to the Civil Aeronautics 
Board, the Bureau of the Budget, and the Post Office Department, 
asking them to take the existing bills—there are several versions that 
have been put in by Mr. Kennedy and myself, and others—and try to 
reconcile their ideas as to the wisdom of the provisions, and come up 
here with a bill which it could and would recommend as a single 
measure. 

That effort is being made, is that right / 

Mr. Nyrop. Mr. Congressman, the letter from your chairman re- 
questing the Civil Aeronautics Board and the other appropriate Govy- 
ernment departments or agencies to submit that type of a report here to 
your committee, was received early last week. Last Friday afternoon 
at 4 o’clock the Postmaster General and myself met with the Director 
of the Bureau of the Budget, and such a bill is now being prepared 
and should be before this committee, I believe, within the next 48 or 
72 hours. 

Mr. Hesevron. That will bear out the statement you made this 
morning. 

Mr. Nvror. Yes, sir. 

Mr. Beckworrn. I would not want that to be a substitute for the 
request that IT have made, because I would like to see your pointed 
criticism of the bill which we passed as a committee and as the House 
passed it. 

Mr. Nyrop. We will have that to you this week. 

Mr. Hinsuaw. I notice on page 12 of your statement, that— 
the Board would have no objection to and would support an amendment to that 
provision granting greater discretion to the Postmaster General so as to permit 
him to ship air mail matter by surface whenever he reasonably believes that it 
would be more expeditiously delivered. 

Does the Civil Aeronautics Board promote likewise the reciproca| 
proposal that any mail that could be expedited by air should be 
shipped by air? 

Mr. Nyrorv. I am not prepared to answer that question at this time. 

Mr. Hinsnaw. Now, the chart that you have right behind you. 
and the other ones that you have shown us, indicate quite clearly that 
as the volume of air mail increases, the costs of handling same de 
creases quite materially. 

Mr. Nrror. I think in the future—and I do not say whether it is 
2 or 5 or 7 years from now—there may well come a time when certain 
of the mail that is now transported by surface means, especially) 
medium- or long-haul mail, might be carried by air. 

Mr. Hrnsuaw. Has any study been made to indicate what would 
happen to the cost of transporting mail if it were applied to both 
first-class mail and the air mail, and the shipment of mail were to 
be by the most expeditious means, the shipment of such mail? 

Mr. Nyror. We do not have such a study in the Civil Aeronautics 
Board at the present time. 
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Mr. Hinsuaw. Of course, it would require a study, right along 
with it, by the Post Office Department as to what mail shipments 
could be expedited by air, and of course, it could very well be related 
to some of these costing charts which you have shown us, indicating 
2 high inerease in volume would in certain areas cause a material 
decrease in rates. 

Do you think that that would be advisable, if it were possible to do 
under the act, to establish a proper system for transportation in the 
United States ? 

Mr. Nyror. I think that the study which you mentioned should 
be carried out by the Civil Aeronautics Board and the Post Office 
Department, to be used as a basis for making the final decision: 
ves, sir. 

” Mr. Hixsnaw. It seems to be to me a very important study to make. 

Now, one more question, Mr. Chairman. 

You have not presented the bill as yet, so we cannot discuss the 
bill, but you say it is forthcoming. 

Now, on page 15 of your statement, you say that: 

The Board does not regard this contract provision as essential to the subsidy 
legislation but does not oppose the inclusion of a provision of this nature since 
it might be a useful tool in administering the subsidy separation provision. 

I take it that the Board recognizes that without an arrangement 
for the payment of the carriers, in effect it is obligatory upon the 
appropriation mechanisms of the Congress that the determination 
as to how much actual subsidy would be paid would then be entirely 
up to the Appropriations Committee of the House, and the subsequent 
House action and Senate action with respect thereto. In view of that 
fact, just as in other cases where the Government contracts for serv- 
ices, is it not essential that a contractual arrangement be made / 

Mr. Nyror. Well, Congressman Hinshaw 

Mr. Hinsuaw. Certainly in order to carry out the Board’s mail rate 
schedule. 

Mr. Nrrop. If you will permit me to turn back to page 14, under 
the discussion of subsidy support, the first sentence points out that 
under section 406 of the Civil Aeronautics Act as it is today, the 
Board is directed to include in mail pay the support necessary to 
meet the carrier’s total need under honest, efficient. and economic 
management. We believe that S. 436 should have the same direction 
included in that bill, if that is the bill that this committee finally 
adopts, or the Heselton bill, or any other bill, so that it is a require 
ment upon the Board to pay those subsidy amounts that may be found 
appropriate and necessary to the commerce and the national defense 
and the postal service. 

Mr. Hinsuaw. My good friend realizes full well that a direction 
is not a contract. 

Mr. Nyror. Yes, sir; I realize that. 

Mr. Hinsnaw. And a mere directive is not obligatory upon the Con 
OTeSsSs, 

Mr. Nyror. That is right, sir, 

Mr. Hinsnaw. And the consequence thereof, depending upon the 
attitude of a given Congress or a given combination of Appropriations 
Committees and the Congress, might be that the Board’s determina- 
tion as to what the proper subsidy should be would not be a matter 












94 AIR-MAIL SUBSIDIES 


that would be up to the Board at all. The Board would have to justify 
each carrier “ the Appropriations Committee, and it would then 
be a question of congressional determination of rates and not Board 
determination of rates. Is that not true? 

Mr. Nyrov. Well, the Board would determine the amount of sub- 
sidy, but the Congress, of course, could decide—— 

Mr. Hinsuaw. The Congress would decide whether or not it would 
be paid. 

Mr. Nyrop. That is right. 

Mr. Hinsnaw. Do you think that that is a proper procedure ? 

Mr. Nyror. Well, I can only say, Congressman Hinshaw, that it has 
worked quite appropriately for the past 13 years, and I believe the Con- 
gress has always appropriated the funds required. 

Mr. Hinsuaw. I think that you will find it is a contractual arrange- 
ment at the present time, and the Board directs the Post Office Depart- 
ment as to what it shall pay, and the Post Office Department comes in 
with its inclusion of that amount in the budget, and it becomes, there- 
fore, a contractual arrangement. And the Board makes a determina- 
tion, just as the ICC does in respect to the railroads, bus lines, and 
truck lines, and that is it. I think that the gentleman has overlooked 
a point there. 

Mr. Rogers. Mr. Nyrop, first I want to commend you for this fine 
statement, and on page 6 I want to especially commend you for recap- 
turing $9,269,000, and you further say that final mail-rate cases now 
being processed will result in additional refunds. 

Have you any estimate of what those additional refunds might be? 

Mr. Nyror. Well, first, Mr. Congressman, I should like to ask the 
committee to turn to appendix 1, table 2, which shows that the total 
recapture was $11,914,000, However, ofset against that was $2,645,- 
000 that we had to pay out in settling past or prior mail-rate cases, 
and the $9,269,000 is the net refund to the Government after deduct- 
ing those increases we made. 

Now, with regard to the amounts that may be recaptured as we 
settle additional mail-rate cases, I think it will be several million dol- 
lars; and by “several” I mean it might be $2 or $3 or $4 or $5 million. 
It might be more or it might be less. At this time it would not. be, 
in my judgment, appropriate for me to try and prejudge some of those 
mail-rate cases that we are actively working on right now, sir. 

Mr. Rocers. I think that it shows to the taxpayers of the Nation 
that we have got one body up here which is really economy-minded and 
will want to save something. 

Mr. Nyror. Thank you, sir. 

Mr. Douiiver. I observe what you say about the standard for com- 
pensatory mail rates, and I am not sure that I understand exactly the 
basis of the establishment of the compensatory rates. Is that on a 
ton-mile basis? 

Mr. Nyror. In our subsidy separation report, sir, we did it on a 
ton-mile basis; that is right, ves, sir. 


Mr. Douiiver. Do you have the same compensatory payment per 


ton-mile regardless of the class of carrier? 

Mr. Nrror. No,sir. The report sets up a total of seven classes, and 
it starts at 45 cents per ton-mile hauled for the Big Four carriers, and 
in the case of, I believe it is three carriers, it runs as high as $7.26. 
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Mr. Dotuiver. Those are compensatory rates that you are talking 
about ¢ 

Mr. Nyropr. Yes, sir. 

Mr. Douuiver. There is a wide variation there, of course, is there 
not ¢ 

Mr. Nyror. Yes, sir. 

Mr. Douiiver. Could you justify that variation to us? 

Mr. Nyrop. Well, let us just take the two extreme groups. For ex- 

ample, the Big Four, under the Board’s order of September 19, 1951, 
began to receive 45 cents per ton-mile for the carriage of mail on Jan- 
uary 1, 1951. That is a rate which was determined by the Board to 
be a compensatory rate after taking into consideration their total 
costs and after allocating an appropriate portion of the costs to the 
carriage of mail. Remember that those Big Four carriers serve high- 
density traffic points in the United States, and remember that they 
carry the mail in large volumes. In other words, inste: ad of 2 2 or 3 
pounds in a little sack, they carry it in hundred-pound or 250-pound 
sacks, and it approximates in some flights a ton or a ton it a half of 
mail, and perhaps even more. 

At the other extreme are the real small carriers which are in class 
No.7 for which the rate is $7.26. One such carrier which I remember 
is Wiggins Air Line—which is a very small air carrier, as you know, 
in New England—which operates between traffic points from which 
the commercial revenues are very small in comparison to the commer 
cial potential that exists with regard to the points served by the Big 
Four. Wiggins may carry three or four or five letters, and that may 
be from one little town te the next. And so, their cost of handling 
those small packages of mail, very small packages of mail, in which 
they have to handle each one of them at each station, is very substan- 
tial, and it is substantially more per unit than the cost of handling 
mail in bulk lots. 

Mr. Dotuiver. Now, in the case of the Big Four, the compensatory 
mail rate is all vou pay them, and there is no subsidy involved there; 
is that right ¢ 

Mr. Nyror. That is right, s 

Mr. Douitver. But there may or may not be additional payments 
made by way of subsidy to the other airlines, even though they have 
a higher compensatory rate ¢ 

Mr. Nyrop. That is right, sir. 

In group No. 2, which is the 53-cent group, as I recall there are five 
or six airlines in that group. Within the next 30 days or so, final 
mail-rate orders will be processed with regard to all of those carriers, 
and in only one instance in — No. 2, which includes Capital, Delta, 
Chicago & Southern, Braniff, National, and Northwest, that will be 
done. 

Mr. Priest. Will the gentleman yield? 

Mr. Doviaver. Let him finish his statement, 

Mr. Nyror. In only one of those completed to date has a carrier been 
given more than the 53-cent rate; that was Chicago & Southern; and 
the order issued by the Board in the Chicago & Southern case says that 
this carrier is entitled to so much total mail pay, and then it is deter 
mined that so much of the total is compensatory, based on the ton-miles 
carried at the 53 cents: and the remaining amount is classified right in 
the Board’s order as subsidy. 
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Mr. Priest. I was asking you to yield to ask you where you found 
the information of the lines that constituted the various groups. 

Mr. Douuiver. It is in the Board’s report, page 14. 

To follow that a little further, and not going into the detail of 
the rest of the groups, I am just trying to establish the principle that 
actually the compensatory rate does not necessarily mean that no 
subsidy is going to be paid ; that is correct, is it not ? 

Mr. Nrror. That is right; under the existing Civil Aeronautics Act. 

Mr. Dotiiver. But your objective is to bring down the payments 
in all of these classes to the compensatory rate; is that not true? 

Mr. Nrrop. Well, the objective under the Civil Aeronautics Act, 
as now written, is to pay these carriers what they need to continue 
their operation under honest, efficient, and economical management : 
and we are trying in our work program to get the carriers into these 
seven classifications established in the Board’s separation report, and 
in getting them into those seven classifications when they reasonably 
fit within one of those, and the 53 cents is the appropriate rate for 
them, we pay them that, and there is no subsidy element involved. 

However, if it takes an additional amount 

Mr. Dotiiver. I did not get your last statement. 

Mr. Nyror. If it takes an additional amount from the Federal 
Government, such as in the case of Chicago & Southern, to meet the 
statutory requirements of the act, they are paid it, but it is so labeled 
in the Board’s opinion. 

Mr. Dewitver. Now, to go to the other phase of that, this com- 
pensatory rate is the amount that vou have figured out that it costs 
the airline to carry the mail in each of these seven different classes. 
Now, how does that compare with the compensation received by the 
Government from the mail sender by way of postage / 

Mr. Nyror. Chart No. 1 showed that, and we gave that to the 
committee. 

Mr. Dotiiver. Let me take a look at that, please. 

Do T understand from this that in referring to chart No. 1, that in 
1951 the air-mail postage receipts, taken from the cost ascertainment 
reports, exceeded by a substantial amount the transportation pay- 
ments authorized by the Civil Aeronautics Board ¢ 

Mr. Nyror. That is right, sir; and if I remember that chart cor- 
rectly, the red line on there for 1951 is approximately $93 million. 
The red checkered line on there, as I remember it, is approximately 
S62 million, and the checkered line represents—— 

Mr. Dotiiver. It is a correct statement, or a correct conclusion, 
then, to say that as of the present time the Post Office Department 
or the Federal Government, let us put it that way, is making a profit, 
an over-all profit, on the transportation of air mail 

Mr. Nrror. Not today; no, sir. 

Mr. Dotutver. Well, now, what is the situation ? 

Mr. Nyrror. Because, you have to add to the payments that are 
made to the airlines for carrying the mail, the actual cost meurred 
by the employees of the Post Office Department, and all of the other 
cost to handle it. 

Mr. Dotuiver. Well, actually eliminating, however, the outside costs 
aside from the transportation, there is a net profit on the transpor- 
tation of air mail, aside from the servicing of it otherwise ¢ 

Mr. Nyror. I think that that is right ; ves, sir. 
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Mr. Doutiver. Now, to turn to another subject. You refer in your 
statement to the international air carriers, and call attention to the 
fact that the international air carriers operating under the American 
flag now do not receive the international postal rates / 

Mr. Nyror. That is right, sir. 

Mr. Doturver. That is on the basis of the determination of your 
Board ¢ 

Mr. Nyropr. Yes, sir. 

Mr. Dotuiver. Now, the Senate bill provides that the international 
air carriers shall receive the international rate. 

Mr. Nyror. That is right, as a maximum, for carrying the United 
States mail; and that shall be the compensatory rate. 

Mr. Douuiver. But your Board made a determination that that is 
too much, and a compensatory rate is not the equivalent or it is less 
than the international rates / 

Mr. Nyror. I think at this time, it would be appropriate to turn 
to page 1 of appendix 2, which was referred to in my statement. It 
shows there the actual United States payments made to a total of 10 
airlines there, international airlines, based on the effective rate orders 
of the Board for 1951. It is 852,970,000. However, if we used the 
CPU rate for the carriage of that mail, the bill to the Government 
would have gone up to $55,551,000, 

In addition to that, and this is very important-—— 

Mr. Hesevron. You are referring to appendix 1? 

Mr. Nyropr. It is appendix 2, page 1. 

Mr. Doutiver. I was looking at the wrong place, I am sorry. 

| remember you called our attention to that in the testimony. But 
the point Iam leading up to is this: What happens competitively, as 
far as the American-owned airlines, the American flag airlines, are 
concerned, as compared with the foreign airlines? We have all kinds 
of foreign airlines coming into the United States, Scandinavian, 
British, Duteh, and all of the countries of the world have their own 
international airlines, and how does your determination affect our 
lines competitively as compared with other lines of other nations ¢ 

Mr. Nyrop. Well, under the present Civil Aeronautics Act, the 
Board is directed to pay the international carriers for the carriage of 
mail an amount which represents their need under honest and effi- 
cient management. Now, if the provisions of H. R. 191, or H. R. 
507, are adopted by the Congress and made applicable to the inter- 
national carriers, there will in no way be any real jeopardy, dollar- 
wise, to the international carriers, in our judgment. 

Mr. Dotuiver. You have not quite answered my question. You 
have just said they will not be in jeopardy, but what is the situation 
competitively? Does not the standard which you have just referred 
to give an advantage to the foreign carriers, incomewise, as far as 
the carriage of American mail is concerned, because they carry Amer- 
ican mail as well as their own mail, do they not? 

Mr. Nyrop. Yes; that is right, and I think actually—the Postmaster 
General’s representative is here, and perhaps he could answer that 
better than I could. 

Mr. Dotiiver. The point I am making is this: That we find our- 
selves in a situation where we are paying a foreign carrier more for 

arrying our mail than we pay our own carriers for carrying our mail. 

Mr. Nyror. Mr. Bain, of my staff, would like to answer that question. 
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Mr. Baty. I am Gordon Bain, Director of the Bureau of Air Oper- 
ations of the Board. 

Under the proposal of the Board, we would treat the international] 
carriers identically the same as the domestic carriers are now treated. 
In other words, were they a subsidy-demand carrier, they would get 
their compensatory rate plus the subsidy required to meet their total 
operating needs. Therefore, practically, they would have no adverse 
effect from a subsidy separation program such as the Board recom- 
mends, as against the UPU rate. 

Now, there is a question of what would happen to the UPU rate if 
the compensatory level were established by tne Board, pursuant to 
congressional legislation. But I think that that is another subject 
that is not in direct response to your question. 

Mr. Dotiiver. Well, I do not have an answer to my question yet. 

Now, is it not a fact that under the present situation, it is possible 
for our Government to be paying more to a foreign airline for carry- 
ing our mail than we pay to our own foreign airlines? 

Mr. Barn. In effect, sir, it is not possible for our Government to 
be paying more to a foreign carrier for the carrying of mail than they 
would pay to a United States international carrier, because the Gov- 
ernment at the present tinie meets the entire needs of our United States 
international flag carriers, which may be far.and above the actual cost 
related purely to the handling and carriage of the mail. 

Mr. Dotiiver. Well, of course, when the Post Office Department, we 
will say, compensates, let us say, a Swedish airline, they pay them on 
the rate set up by the International Postal Union. 

Mr. Bain. That is right. 

Mr. Dotiiver. But we do not do that, do we, when we pay our own 
international carriers? 

Mr. Barn. That is correct. 

Mr. Dotuiver. We pay it on another standard. 

Mr. Bain. We pay it on the basis of their total need plus a fair 
return. 

Mr. Dotuiver. But that total need may be less than the interna- 
tional postal rate? 

Mr. Barn. That may be, sir. 

Mr. Douurtver. That is all that I have. and I yield the floor. 

Mr. Hesevron. First, I would like to ask unanimous consent to in- 
clude at the completion of my statement, a short statement by Nor- 
man MacDonald, the executive director of the Massachusetts Federa- 
tion of Taxpayers Association, he being unable to be present. May 
that be done ? 

The Cuarrman. Without objection, it is so ordered. 

Mr. Hesevron. Next, ] would like to ask a few questions, Mr. Nyrop. 

First, you are aware of the recommendation of the Postmaster Gen- 
eral in his letter to the chairman, requesting that any legislation 
should provide authority to contract for planeloads of mail at rates 
lower than might be set by the Civil Aeronautics Board, are you? 

Mr. Nyror. That is right; yes, sir. 

Mr. Hesevron. Do you agree that that is a wise provision ? 

Mr. Nyror. The present proposed legislation, S. 456, and the House 
bill, in our judgment, are sufficiently broad to allow the Civil Aero- 
nautics Board, upon the request of the Postmaster General, to set a 
rate for planeload lots. We would not support a provision which 
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would give to the Postmaster General the right for him to contract 
with the air carriers for planeload lots. That is because the provi- 
sion as recommended by the Postmaster General might, in certain 
cases, be so used as to allow air carriers to operate and carry mail 
between points that are not contained in their certificate of conven- 
ience and necessity, and it would and could be used as a method of 
completely disrupting the mail pay orders that are issued by the 
Board. 

Mr. Hesevron. I would like you to go into a little more detail for 
the record, Mr. Nyrop, as to your point or the Board’s point that the 
subsidy provisions should be restricted to those holding mail cer- 
tificates. 

First, having in mind that standards that were set up, at least in 
the legislation passed by the House, provided for consideration of 
national defense, the commerce of the United States, and the postal 
service—those who are certificated to carry the mails, as I understand 
it, are certificated solely in terms of the needs of the postal service ¢ 

Mr. Nyror. That is right. 

Mr. Hesevron. Now, why should not other carriers that are not 
now certificated, but who contribute and have contributed to the de- 
velopment of commerce of the United States and to the national de 
fense. be permitted to obtain subsidies on a proper showing before 
the CAB? 

Mr. Nyrop. Well, at the present time, as 1 pointed out in my state- 
ment, there are 57 carriers certificated to carry the mail, and by that 
certification they are entitled to receive compensation for the carry- 
ing of the mail: and if they need additional support, call it subsidy 
if vou will, they are entitled to receive that. 

Mr. Hesevron. Might I interrupt you at that point? I was go- 
ing to refer to the 57, and I think that they are all included, are they 
not, in the groups that you have set up administratively on pages 14 
and 15 of the report ¢ 

Mr. Nyror. I think that that is right; ves, sir. 

Mr. Hesevron. Except the helicopter service / 

Mr. Nyror. Except the international, the overseas, and the heli- 
copter operations. 

Mr. Heseivon. Now, would it be difficult to furnish us, to be inserted 
right at this point in the record, the list of the noncertificated car- 
riers, so that we could have that in the record 4 

Mr. Nrror. We could furnish that for the committee ; yes, sir. 

Mr. Hesevtron. Could that be done, Mr. Chairman / 

Mr. Harris. Is it voluminous matter, Mr. Nyrop / 

Mr. Nyrop. The classification of the noncertificated carriers actually 
has to be broken down into two groups: Those who are operating 
what we call today modern transport equiment, DC—3’s, DC—4’s, and 
C—46's and others; and then those which are in effect. noncertificated, 
fixed-base operators. There are some 1,600 to 2,000 of these latter. 

Mr. Hesevron. I do not think that that would need to be furnished. 

Mr. Harris. Could you let us have it for the files, and the committee 
will determine whether or not it should go in the record. 

Mr. Hesevron. I interrupted you, sir. Will you go ahead. 

Mr. Nyrop. The total subsidy payments to all airlines included in 
that 57 group, we will say roughly approximates $80 million, and in 
your opening statement you pointed out that the domestic United 
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States carriers according to the Board’s apt receive approximate] 
$34 million annually, or in 1951 to be specific. The difference between 
the $34 and the $80 is our tentative—and I want to underline that— 
tentative estimate with regard to the subsidy for overseas and inter- 
national carriers. It may be higher than the $80 million when we get 
the international subsidy report completed and we will have it finished 
by June 30 of this year. 

It was the Board's thought that it would not be desirable by legisla- 
tion to increase the groups of carriers that could receive subsidy unti! 
we have gotten further along in this specific program with regard to 
putting carriers on compensatory rates, and wherever appropriate and 
necessary to carry out a reduction in the subsidy program. 

The Board, either under your bill, as it is at present, as I understand 
it, or S. 436, or under the present Civil Aeronautics Act, could handle 
that problem. If it became necessary, and a desirable Government 
policy, to subsidize additional groups of carriers, they could be desig- 
nated for the carriage of mail. 

Mr. Hesevton. The method would be by issuing a mail certificate to 
any that do not now hold it? 

Mr. Nyrop. Yes, sir. 

Mr. Heserton. And you feel that in that sense the needs of the other 
two standards, the national defense and the commerce of the United 
States, could be adequately taken care of 

Mr. Nyror. That is right: ves. 

Mr. Hesevton. Now, I have one final request, suggested to me by 
Mr. Beckworth before he had to leave, in connection with his request, 
which you said could be taken care of. Would vou also prepare to 
submit to the committee your comments on H. R. 9184, as it was re- 
ported by the committee, in contrast to the version as it was finally 
passed by the House? 

Mr. Nyrop. Yes: I will do that. 

(The information referred to is as follows :) 


Civit AERONAUTICS BOoARp, 
Washington, April 10, 1942. 
Hon. ROBERT CROSSER, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. Crosser: This is in response to the request made during my recent 
testimony as Chairman of the Civil Aeronautics Board that the Board furnish 
the committee with specific comments with respect to the air-mail subsidy sepa- 
ration bill (H. R. 9184 in the Sist Cong.) as reported out by this committee on 
August 31, 1950, and the amended bill as it finally passed the House of Repre 
sentatives on December 12, 1950. The provisions of H. R. 9184 as it passed the 
House in the second session, Eighty-first Congress are embodied without change 
except for certain dates in H. R. 191 and H. R. 507 now pending before this 
comunittee. 

Pefore commenting in detail with respect to the foregeing matters, the Board 
desires to call the committee’s attention to the document entitled “Suggested 
Revision of S. 436.° which was submitted to the committee by the Director of 
the Bureau of the Budget by letter dated April 7, 1952. In my testimony before 
the committee I indicated that the Post Office Department, the Bureau of the 
Budget, and the Board were undertaking to reach agreement on proposed legis 
lation which would enable those agencies to make a common recommendation to 
the committee. The revised draft of legislation which is set forth in the docu 
ment submitted with Mr. Lawton’s letter, and which it will be noted embodies 
provisions taken from both H. R. 191 and 8. 486, has been agreed upon by the 
Bureau of the Budget, the Postmaster General, and the Civil Aeronautics Board 
as containing provisions which, if enacted by the Congress, all three agencies 
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would regard as satisfactory legislation on this subject. For the convenient ref- 
erence of the committee, a copy of this proposed legislation accompanies this let- 
ter as attachment A. It is the Board’s position that the enactment of legislation 
in such form would achieve the basic objectives of subsidy separation and would 
provide an administratively sound program. Accordingly, the Board urges upon 
the committee the careful consideration of the legislation in the form thus 
suggested. 


COMMENTS ON H. R. 9184 AS PASSED BY THE HOUSE ON DECEMBER 12, 1950 


The committee has requested that the Board comment on H. R. 9184 as it passed 
the House during the second session, Eighty-first Congress. As already men- 
tioned, the provisions of H. R.191 and H.R.507 are exactly the same, except 
for changes in dates required by the passage of time, as those of H. R. 9184 as 
passed. Accordingly, for convenience and in order to relate our comments to 
bills pow pending before the committee, we will in these comments refert to 
H. R. 191. 

The committee will recall that prior to the passage of H. R. 9184 by the House 
the Board interposed a number of objections to H. R. 9184 as originally reported 
out by the committee, and that the bill was subsequently amended on the floor of 
the House before its passage such such a manner as to remove the major objections 
voiced by the Board. The Board still regards the provisions of H. R. 191, the 
hill passed by the House, as laying the foundation for essentially sound legisla- 
tion on the subject of subsidy separation, but in the interval since action by the 
House there have been certain changes and refinements in the Board's thinking, 
due to changes in circumstances, which led the Beard to recommend that H. QM. 
191 should be modified further in the respects set forth below. The Board also 
desires to renew certain objections previously advanced to H. R. 9184 as reported 
out by the committee during the Eighty-first Congress which were not eliminated 
prior to its passage by the House. While these later matters, which are dealt 
with in paragraphs 4 and 5 below, are not of major significance, it is believed 
that modification of H. R. 191 to meet these objections would result in improved 
legislation. 

1. The Board believes that the compensatory rates to be fixed for the carriage 
of mail should be predicated upon a cost standard, and that the best statement of 
such a standard is that taken from S. 436 and set forth in section 406/a)(2) of 
attachment A, namely, that “the rates shall be based upon the experienced and 
projected costs, under honest, economical, and efficient management, fairly as- 
signed and apportioned to the mail-transportation service rendered or to be 
rendered, including a fair return on that portion of the total investment which 
is used and useful in such mail services.” ‘he Board recommends that section 
fOo(a)(2) of H.R. 191 be amended accordingly. By applying this standard, the 
Board believes that the air carriers will be fully and fairly compensated for the 
services rendered to the Government in the transportation of the mail, bui 
without the danger either of overpayment or underpayment, which is present. 
in other standards. 

It is also believed that the foregoing standard authorizes the fixing of class 
rates, a power which the Board regards as essential to the effective performance 
of its rate-making functions, more clearly than does the language of section 
1H) (a) (2) of H. R. 191. A rate for a class normally represents an average 
for the members of the class. Consequently, the class rate may be somewhat 
below or above the individual costs of any particular carrier in the class under 
the particular cost formula employed. The language of H. R. 191 creates doubt 
as to a class rate which results in compensating any carrier in a class in excess 
of his individual costs, thus requiring that any class rate be fixed in relation to the 
costs of the lowest-cost carrier in the class rather than the average. It has also 
heen urged that the language of H. R. 191 places an upper limit of fully allocated 
cost on the compensatory rate of any carrier, but authorizes the fixing of such 
rates at below cost. This would produce an inequitable and unwarranted result. 
The Board does not believe that such results were intended or desirable. The 
language recommended by the Board avoids these difficulties, while still pro; 
viding a definitive standard which will result in the fixing of rates in direct 
relation to costs of the services being furnished, fairly and reasonably deter- 
inined. If the recomended language is not adopted, the Board urges that there 
should be eliminated from section 406 (a) (2) of H. R. 191 (line 7, p. 3) the words 
“to the air carrier”, or that the report on the bill should make it clear that the 
presence of these words does not in any way interfere with the Board’s power to 
establish effective class rates using the costs of the class. 








102 AIR-MAIL SUBSIDIES 


2. The Board recommends that there be inserted in section 406 (c) (1) follow- 
ing the word “empowered” in the first line, the words “and directed.” Under 
section 406 of the Civil Aeronautics Act of 1938 the Board is empowered and 
directed to fix rates providing for both compensation and subsidy to air carriers 
which need it in accordance with the statutory standards, and the Postmaster 
General is empowered to pay such rates. Thus air carriers which demonstrate 
a need in accordance with the standards of the act are assured that a rate will 
be fixed which meets that need, and such rate becomes an obligation of the Federal! 
Government. The purpose of the separation legislation is not to change the 
circumstances in Which an air carrier is entitled to Government support, but 
basically to identify and recognize the amount of support being paid. Those air 
carriers dependent on subsidy for continued operations, of which the largest 
number are international carriers and the local service carriers, should have 
the assurance that goes with a statutory obligation to pay them the amount of 
subsidy to which they would be entitled upon making the showing required by the 
statutory standards. Without such assurance, the situation of such carriers 
becomes precarious and their ability to plan and to finance their operations may 
be greatly hindered. Accordingly, the Board urges that it be directed as well 
as empowered to pay subsidy where it finds that such subsidy is required in the 
national interest specified in the legislation. 

3. The Board recommends that there be added to H. R. 191 a provision re- 
quiring the Postmaster General to tender for transportation by air carrier all 
mail marked for air mail and bearing the necessary postage. except where the 
Postmaster General has good reason to believe that other means of trans 
portation would provide as expeditious delivery, or where certain special con- 
ditions render it advisable to transport such mail by other means in order to 
avoid undue delay. The specific proposed language is set forth in section 4 of 
the suggested revision of S. 436 (attachment A). It is believed that the recom 
mended provision will affort the Postmaster General reasonable discretion 
in the administration of his Department, while at the same time assuring 
movment of air mail by air in all appropriate circumstances. 

$1. The Board recommends that there be omitted from H. R. 191 the pro- 
vision contained in section 3 thereof with respect to the inclusion of additional 
information concerning rates in the annual reports of the Board to Congress, 
The Board believes that this requirement imposes upon it the necessity of 
reporting to the Congress an unnecessary amount of detail with respect to its 
rate activities and indeed will require it to duplicate in its annual report much 
data and information which is set out in its rate opinions and orders and other 
report issued from time to time by the Board. This point is more fully dis 
cussed in paragraph 6 of attachment B in connection with comments on H. R. 9184 
as reported by the committee. 

5. The Board recommends that there be omitted from H. R. 191 the provisions 
of section 4 (b) with respect to a requirement for a special report by the Board 
on the aggregate sums it estimates will be required for the fiscal year ending 
June 30, 1953, for compensation and for subsidiary and related matters. It is 
believed a substantial part of the essential information which would be disclosed 
by this study has been submitted to the Congress in the Board’s separation report 
for domestic carriers, dated September 28, 1951, and that the remainder of the 
information will be included in the separation report on international, overseas 
and territorial carriers now being prepared by the Board and to be submitted 
to the President and to the Congress by June 30, 1952. In view of the information 
contained in these reports, and the information that the Post Office Department 
and the Board, respectively, will be required to provide in supporting their appro- 
priations when the legislation has become effective, it is urged that the require 
ments contained in this paragraph of H. R. 191 are not needed and should be 
omitted from the bill. 

6. The Board recommends that in lieu of the provisions of section 2 (b) of 
H. R. 191 with respect to the effective dates of the subsidy separation legisla- 
tion, there be substituted the provisions of section 5 as set forth in the suggested 
revision of S. 436 (attachment A). The problem of change-over from the pres- 
ént system of rates under the Civil Aeronautics Act of 1938 to the system which 
will become effective after subsidy separation legislation has been enacted, is a 
difficult and complicated one administratively. It is important to the stability 
of air transportation and to the efficient administrative functioning of the 
Board that there be no general reopening of rate cases where that is not 
necessary in order to review the level of the rates involved or to accomplish 
a separation of compensation and study. The provisions recommended by the 
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Board were very carefully drafted to effectuate the objectives of subsidy separa- 
tion as promptly as possible, taking full advantage of the work already done 
and which will be done by the Board prior to the effective date of the legisla- 
tion, but without imposing any unnecessary and unproductive workload on the 


Joard. 
COMMENTS ON H. R. 9184 AS REPORTED OUT BY THE COM MITTEE ON AUGUST 30, 1950 


In addition to the comments on H. R. 191, the committee has requested that 
the Board review the specific objections to H. R. 9184 as reported out by the 
committee on August 31, 1950, which the Board submitted to the committee at 
that time and resubmit them with any appropriate changes. 

The committee may recall that at the committee’s request the Board sub- 
mitted its comments at that time in tabular form showing the difference between 
what was then known as the Board bill and H. R. 9184. We have reviewed 
the objections which we made then and find that basically they are still valid. 
Accordingly, we are resubmitting a copy of that document, with certain minor 
changes, as attachment B. All of the major objections then urged by the Board, 
particularly those set forth in paragraphs 1 through 5 of attachment B, were 
thereafter met by amendments to H. R. 9184 prior to the time it passed the 
House and consequently do not apply to H. R. 191, which reflects these points. 
The Board believes it highly important that the substance of the floor amend- 
ments be retained in any separation legislation which may be enacted. We do 
desire, however, to invite your attention here to a further consideration of the 
points made in paragraphs 6 and 7 in attachment B. We believe that point 7 
should particularly be looked at again in the light of all the developments since 
the passage of H. R. 9184. These are the same points as are made in paragraphs 
4 and 5 of the comments on H. R. 191 in the preceding section of this letter. 

In addition to the comments on H. R. 9184 included in attachment B as pre- 
viously submitted, we would also urge that the legislation be modified in the 
same respects as is urged with respect to H. R. 191 in paragraphs 1, 2, 3, and 
6 above. 

I hope this provides you with the information which the committee desired. 
We will, of course, be glad to be of any further assistance to the committee in 
any way we can. 

Sincerely yours, 
DonaLp W. Nyrop, 
Chairman. 
Attachments (2). 


ATTACHMENT A.—SUGGESTED REVISION oF S. 436 
AN ACT To provide for the separation of subsidy from air-mail pay, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Air Mail 
Subsidy Separation Act of 1952.” 

Sec. 2. Subsections (a), (b), and (c) of section 406 of the Civil Aeronautics Act 
of 1938, as amended, are hereby amended to read as follows: 


“RATES FOR TRANSPORTATION OF MATI AND SUBSIDY FOR ESSENTIAL ATRORAFI 
OPERATION 


“Authority To Fix Compensatory Rates 


“Sec. 406. (a) (1) The Civil Aeronautics Board is empowered and directed, 
upon its own initiative or upon petition of the Postmaster General or an air car 
rier, to determine and fix from time to time, after notice and hearing, fair and 
reasonable rates of compensation for the transportation of mail by aireraft, the 
facilities used and useful therefor, and the services connected therewith (inelud 
ing the transportation of mail by an air carrier by other means than aircraft 
whenever such transportation is incidental to the transportation of mail by air 
craft or is made necessary by conditions of emergency arising from aircraft 
operation), by each holder of a certificate authorizing the transportation of mail 
by aircraft, and to make such rates effective from such date, after the institution 
of the proceeding under this subsection, as it shall determine to be proper ; 
to prescribe the method or methods for ascertaining such rates of compensation, 
by pound-mile, weight of mail carried, space authorized for mail in the aireraft, 
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or other measure of mail service performed ; and to fix different rates for differen: 
air carriers or classes of air carriers, or different classes of service, or on the 
basis of any other reasonable classification of carriers, services, routes and 
route segments, or any combination thereof. The rates so determined and fixed 
shall be published by the Board and shall be paid by the Postmaster Genera! 
from appropriations for the transportation of mail by aircraft. 

“(2) The rates determined and fixed under paragraph (1) of this subsection 
shall be based on the experienced and projected costs, under honest, economical! 
and efficient management, fairly assigned and apportioned to mail transportation 
services rendered or to be rendered, including a fair return on that portion of the 
total investment which is used and useful in such mail services. 

“(3) The Board is authorized to issue orders, with or without hearing, pre 
scribing temporary rates for the transportation of mail pending determination of 
final rates. Such temporary rates may be higher or lower than existing rates 
and shall not be considered final for any period and shall be superseded by the 
final rates fixed for the periods during which the temporary rates were in effect. 


“Recommendations as to Rates 


“(b) (1) Any petition for the determination or revision of rates under sub- 
section (a) of this section shall include a statement of the rate the petitioner be 
lieves to be fair and reasonable. The Postmaster General shall introduce as 
part of the record in all proceedings under subsection (a) of this section a com- 
prehensive statement of all service to be required of the air carrier and such 
other information in his possession as he deems, or as may be deemed by the 
Board, to be material to the inquiry. 

*(2) The Postmaster General is authorized to request the Board to obtain 
from any carrier certificated for the transportation of mail, information neces- 
sary for the performance of his duties with respect to the initiation of and par- 
ticipation in mail rate proceedings under subsection (a) of this section. 

“(3) The burden of proof in any proceeding under subsection (a) of this sec 
tion which is initiated by petition shall be with the petitioner. 


“Subsidy for Essential Aircraft Operation 


“(e) (1) The Board is empowered and directed, upon its own initiative, or 
upon the petition of any air carrier holding a certificate authorizing the trans 
portation of mail by aircraft, to make, after notice and hearing, subsidy pay 
ments to such air carrier in amounts determined by the Board to be essential 
(when taken together with all the other actual and potential revenues of the air 
carrier) to enable the air carrier under honest, economical, and efficient man 
agement to maintain and continue the development of air transportation to the 
extent and of the character and quality required for the national defense, the 
commerce of the United States, or the postal service. The Board is empowered 
to make payments for individual air carriers or classes of air carriers, or on the 
to make subsidy payments for individual air carriers or classes of air carriers, 
or on the basis of any other reasonable classification of carriers, services, routes 
and route segments, or any combination thereof, and to prescribe the method or 
methods of such payments and duration of period for which applicable. The 
Board may make such subsidy payments effective from such date, after the 
institution of the proceeding under this subsection, as it shall determine to he 
proper. Payments under this subsection shall be made by the Board out of 
sums appropriated to the Board for such purpose. 

“(2) Every petition for the fixing of a subsidy shall state and support in de- 
tail the amount the petitioner believes that he is entitled to under the subsidy 
provisions of this section and the carrier shall have the burden of establishing 
the amount of subsidy payment, if any, which is required for its operations 
under the standard established by this Act. The fact that an air carrier has 
been granted a certificate of public convenience and necessity authorizing it to 
offer certain services shall not be deemed conclusive of the issue as to whether 
such services are sufficiently required in the interest of the national defense. 
the commerce of the United States, or the postal service, to justify the amount of 
subsidy that would be required to keep such services in operation. 

“(3) During the pendency of proceedings to determine the amount of payment 
to any air carrier under this subsection, the Board is authorized, with or without 
hearing, to make an advance, out of funds appropriated for the purpose of this 
subsection, to such carrier upon a showing that the need for such an advance 
is essential and urgent. Before receiving such an advance such carrier shall be 
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required to agree to repay within a reasonable time such advance, or any part 
thereof, which exceeds the payment, if any, to such carrier finally determined 
by the Board under this subsection. Such repayments shall be made to the 
Treasurer of the United States and shall be credited to appropriations made 
atailable for the purpose of this subsection. 

“(4) The Board shall, by written notice to the air carrier, terminate any 
payments under this subsection upon finding, after notice and hearing, that 
vratuities (in the form of entertainment, gifts, or otherwise) were offered or 
given by such air carrier or its agent or representative to any officer or employee 
of the Government with a view toward securing favorable treatment under any 
provisions of this Act.” 

Sec. 3. Subsection (d) of section 401 of the Civil Aeronautics Act of 1938 is 
amended by striking the period at the end of paragraph (1) thereof and inserting 
in lieu thereof a colon and the following: “Provided, That no certificate author- 
izing the transportation of mail only shall be issued nor shall such a certificate be 
amended to authorize the extension of mail service to additional areas without 
the approval of the Postmaster General.” 

Sec. 4. Subsection (g) of section 405 of the Civil Aeronautics Act of 1938 is 
amended by adding at the end thereof the following: “All mail marked for car- 
riage by air and bearing the appropriate postage thereon shall, to the extent that 
authorized air transportation is available, be tendered for transportation to 
its destination by an air carrier, except where the Postmaster General believes 
that surface transportation would provide as expeditious delivery, or where 
weather conditions, strikes, breakdowns, or other similar unusual circumstances 
render it advisable to transport such mail by other means in order to avoid undue 
delay.” 

Sec. 5. The provisions of this Act shall become effective with respect to rates 
for the carriage of the mail, and subsidy payments for air transportation, be- 
tween points in the continental United States (excluding Alaska) on July 1, 1953, 
and, with respect to rates for the carriage of the mail and subsidy payments in 
all other air transportation, on July 1, 1954. All rate orders, both temporary 
and tinal, issued by the Board under the provisions of section 406 (a) of the 
Civil Aeronautics Act prior to the time this amendment takes effect as to such 
rates shall continue in effect until modified, terminated, superseded, set aside, 
or repealed by the Board under the terms of this amendment, or by any court of 
competent jurisdiction, or by operation of law. Any such rate order which 
incorporates, directly or by reference, a statement of the portion of such rate 
which the Board considers to represent compensation for the earriage of the 
mail shall, with respect to air transportation services performed on or after the 
applicable effective date of this amendment, be the basis for making such com- 
pensatory and subsidy payments by the Postmaster General and the Board re- 
spectively, until modified, terminated, superseded, set aside or repealed by the 
Board under the terms of this amendment, or by any court of competent juris- 
diction, or by operation of law. 

Sec. 6. Such appropriations as are necessary to carry out the provisions of 
this Act are hereby authorized to be made. 


ATTACHMENT B.—PrRINCIPAL DIFFERENCES BETWEEN H. R. 9184 AND THE BILL 
PROPOSED BY THE BoarpD 


H. R. 9184 Board bill 
1. Does not require detailed support 1. Requires such detailed support in 
of a service mail rate petition. section 406 (b). 


COMMENT 


We believe the requirement in our bill desirable not only from the point of 
view of facilitating the Board’s work, but to discourage frivolous or protective 
petitions. 

2. Section 406 (c) provides that any 2. Limits applications fer subsidy to 
“certificated air carrier” may apply for carriers certificated to transport mail. 
subsidy. 
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COMMENT 


We do not believe that the Congress should increase the class of carriers eligible 
for subsidy at this time, and thus increase the subsidy burden on the Government 
We therefore think that the class sheuld be limited to the carriers certificated 
for the carriage of mail. Under this limitation, the Board will continue its prax 
tice of withholding mail authorization to carriers which in the Board’s opinior 
should not be eligible for subsidy payments. 


3. Makes no provision for fixing tem- 3. Provides authority to fix tempo 
porary subsidy payments. rary subsidy payments, with or without 
hearing. (Sec. 406 (¢), p. 4.) 


COM MENT 


The determination of the amount of subsidy is a complex and time-consum 
ing task. We believe that the Board should have the authority to adjust the 
subsidy payments on a temporary basis during the pendency of a proceeding. If 
the Board does not have this power, it may result in either substantial overpay 
ment or underpayment during the pendency of the proceeding. If the carrier is 
underpaid, a substantial drain on its working capital, and even bankruptcy, may 
result. If the carrier is overpaid the Government will have to recapture. As a 
matter of practice the Board tries to fix the temporary payment at about the 
level of the final payment. The authority to fix temporary payments will thus 
avoid substantial overpayment or underpayment. The substantive rights of the 
parties are not impaired by the temporary payment procedure because any such 
temporary order is just a payment on account subject to readjustment upward or 
downward back to the date of institution of the proceeding. 

We believe, further, that temporary payments should be fixed expeditiously 
if they are to accomplish their purpose, and therefore that no hearing requirement 
is desirable. In the past, the Board has been able to expeditiously issue tempo- 
rary orders increasing mail rates with only a pro forma hearing because the car 
rier has not objected to increases. In the case of a proposed decrease, the car 
rier is almost certain to protest and throw the case into a lengthy hearing. Such 
a hearing is not consistent with the objectives of quick action and would involve 
too much staff time. We believe that the subsidy payments should work both 
ways and the Board should be able to increase or decrease during the pendency 
of the proceeding without a hearing. Any error that is made in those payments 
can always be corrected at the end of the proceeding 


4. Section 3 amends the existing sec- 4. Leaves section 407 (d) as is. 

tion 407 (d) so as to require the Board 
to prescribe bases of allocating expenses 
among the several categories of services 
rendered by carriers. Such standards 
are to be used in arriving at a reason- 
able compensatory mail rate as pre- 
scribed in section 406. 


COM MENT 


We believe that section 3 should be eliminated. While couched in terms of an 
additional reporting provision, it actually is substantive in effect. It will be 
noted that “actual cost,” as provided in the proposed section 406 (a) (2), is to 
be “computed in accordance with the standards prescribed * * * pursuant to 
section 407 (d) (2) * * *.”° Thus, the most important and most difficult prob- 
lems in arriving at “actual cost,” namely those of allocation of joint costs, are pro 
posed to be solved, not in a rate proceeding, but by a reporting requirement made 
apon all carriers. The question occurs as to when and how does a carrier chal 
lenge these allocations ordered by the Board. Even if all the carriers should 
he subject to one and the same allocation formula, they should still have the 
right to make an issue of the particular formula prescribed by the Board. It 
is conceivable, of course, that not all carriers can or should live with the same 
formula, and in such event, the carrier affected ought to be able to raise the 
issne in its own mail rate proceeding. Moreover, we believe that the cost of 
mail should be determined in individual proceedings, not on some mechanical 
allocation formula set forth in a uniform system of accounts 

Section 407 (d) as it now stands in our act afferds the Board all the power 
it needs in requiring necessary allocations and it has the advantage over the pro- 


posed amendment in that it furnishes needed flexibility as to time. 
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5. Would make changes effective as 5. Section 2 provides that separation 
of July 1, 1951 (par. (b), p. 7). will become effective on July 1, 1951. 
As soon as practical thereafter the 
Board will issue new orders separating 
the subsidy from service element which 
will be retroactively effective to July 1, 
1951. If the Board has rates in effect 
which do not contain any element of 
subsidy and conform to the standards 
of the proposed 406 (a) it Dray con- 
tinue such rates in force without more. 
Until the new temporary or final orders 
are issued, the Post Office will continue 
payments as under the present provi- 
sion. Adjustment will be made for 
budget and appropriation purposes upon 
the issuance of new orders under the 
proposed bill. 


COMMENT 


Since H. R. 9184 gives us no authority to fix temporary subsidy payments, this 
apparently Means that between now and July 1, 1951, the Board hus to fix final 
mail rates and final subsidy payments for all carriers in the industry. This is an 
impossible burden. The allocation of the costs to the mail service would have 
to be on a rough guess basis which might either overpay or underpay the carrier. 
There is no virtue in separation for separation’s sake. The more important ques- 
tion is the proper amount for the mail service as distinguished from the proper 
amount of subsidy. It is important that the first separation job be intelligently 
and ably done. It cannot be done this way by July 1,.1951. In this case haste 
would not only be waste but would defeat the very purpose of the bill by making 
the basis of separation so inaccurate as to be useless as a measure of either 
proper mail payments or the level of subsidy. 

In section 2 of our proposed bill we suggest that the separation be made as 
soon after July 1, 1951, as practicable. When the final separation is made it will 
relate back to July 1, 1951. In the meantime it is contemplated a temporary 
separation will be made pending final decision. In this way Congress will have 
a tentative indication of the proper separation on July 1, 1951. It will give the 
Jjoard a chance to do a good job and since the results of the Board's work will 
relate back to July 1, 1951, Congress will be fully informed for every year after 
that date of the appropriate amount of mail pay and subsidy. 


6. Section 4 amends 206 of the act 6. Has no such provision. 
to include in the Board's annual report 
“data relative to the mail payments and 
subsidy payments, both in the aggre- 
gate and on an individual basis, made 
under this act with a separate analysis 
of the basis upon which each such mail 
payinent and each such subsidy pay- 
ment was provided.” 
COMMENT 


The Board believes that to include in its annual report a separate analysis of 
each mail rate and subsidy rate established during the preceding year would 
unduly lengthen this report and make it less useful for Members of Congress, 
for whom it was intended. A summary of mail payments by general Classifi 
cation of carriers has for some years been included in the Board’s unnual report 
Information on the rates established for, and the amounts paid to, individual 
carriers is frequently submitted to the Congress in summary form in conne¢ 
tion With specific inquiries and investigations, and is available to the public upon 
request to the Board. Likewise, the individual opinions put out in connection 
wth the establishment of mail rates are available to Members of Congress and 
to the public. These opinions receive wide circulation and are contained in the 
hound volumes of Board opinions. Accordingly, the inclusion in our annual re 
port of a detailed analysis of each of these opinions which would closely parallel, 
if not completely duplicate, the opinions themselves, appears wholly unnecessary 


7. Section 5 provides for extensive 7. Has no such provision. 
studies and a report to Congress on or 
before April 1, 1951 


98025—52 S 
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COMMENT 


The required study goes far beyond the question of separation and extends {) 
“a study of the potential revenues from all forms of air tratlic and of the poten 
tial economies which could be achieved in airline costs as well as such other 
factors as may be pertinent to the development with the least possible expenditure 
by the United States of an efficient and economical air-transport industry,” et: 
Furthermore, the Board is forced to estimate these matters for five fiscal years 
beginning with June 30, 1951. It is believed that this study is far too comprehen 
sive and embraces too much crystal-ball gazing to be of value. The Board needs 
money in addition to its regular appropriation to conduct an intelligent separa 
tion study and report to Congress providing (1) it were limited to the separation 
problem, and (2) it did not require predictions for the distant future. Under 
those conditions a study and a report, we believe, would be desirable. 

(The following supplemental letter was later received from Mr. 
Nyrop of 

CivIL AERONAUTICS Boakp, 
Washington 25, April 15, 1952. 
Hon. RoBert Crosser, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D. C. 

Dear Mr. Crosser: By letter of April 10 there was submitted to your committee 
the Board’s comments with respect to subsidy separation legislation now pending 
before the committee. In accordance with the request of the committee these 
comments were directed particularly to H. R. 9184 as it passed the House during 
the Eighty-first Congress (the provisions of which are now embodied in H. R 
191 and H. R, 507 now pending). 

I did not expressly make it clear in that letter that it was intended not only 
to respond to the requests of the committee during my testimony before it but 
also to your letter of March 15 requesting comments from the Board. Accord 
ingly, I am taking this opportunity to point out that my letter of April 10 was 
intended as a response to your letter of March 15. 

Sincerely yours, 
DonNALD W. Nyrop, Chairman. 

Mr. Hinsnaw. I think that that report was in the last Congress; 
was it not ¢ 

Mr. Hesevron. I do not think so, 

Mr. Nyror. Congressman Hinshaw is correct. I would like to have 
the opportunity to review that report and bring those comments up to 
date, with your permission, sir. 

Mr. Harrts. I think it would be helpful to have it brought up to 
date, Mr. Nyrop. 

Mr. Hesevron. That is all. 

Mr. Rocers. My Nyrop, there is just one other matter that I would 
like to get clear in my mind. Now, at the present time the rate paid 
by the United States to foreign-flag airlines are $2.82 per ton-mile for 
letter mail. Is that right? 

Mr. Nyror. That is ‘approximately correct ; yes, sir, and I think the 
Postmaster General’s representative, Mr. Redding, could testify to 
that more appropriately than I could, Congressman Rogers. 

Mr. Rocers. Is that same rate paid to your lines, the domestic lines? 

Mr. Nyropr. No. 

M?®. Rogers. Is there a difference ? 

Mr. Nyror. The UPU, the Universal Postal Union, was established 
in 1872, I believe, sir, though I don’t know the exact date. The pur- 
pose, as I understand it, was to provide a method whereby govern- 
ments paid foreign carriers for the transportation of mail in foreign 
commerce. The United States Government. will pay foreign air 
carriers such as the British Overseas Airways, the Scandinavian Air 
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lines, and KLM (Royal Dutch Airlines) a rate of approximately $2.86, 
and it varies in certain areas in the world, for the carriage of the 
United States mail. In return the converse would be true: that any 
United States international airline carrying the mail for the French 
Government, or the British Government, or Denmark, Sweden, Hol- 
land, or any other country, would pay the United States carrier, and 
not the United States Government, so much per ton-mile for carrying 
their mails in international or foreign commerce. 

Mr. Rogers. The bills we are now ‘considering have for their pur- 
pose paying the domestic international carriers the same as foreign 
carriers; is that right ¢ 

Mr. Nyror. S. 436 as passed by the Senate provides that the Civil 
Aeronautics Board with regard to domestic air carriers will find the 
appropriate compensatory rate based on the cost with a fair return on 
the capital investment, but S. 436 as passed by the Senate provides that 
United States international carrier will be paid as a compensatory rate 
the UPU rate, which rate is not necessarily related to the cost of pro- 
viding the service together with a fair rate of return. 

Mr. Rocers. Now let me ask you this question: If you fix the total 
rate, a compensatory rate, what difference does that make to us 
whether that is paid in a rate or whether it is paid in subsidy ¢ 

Mr. Nyrop. Mr. Congressman, I don’t understand your question; I 
am sorry. Perhaps Mr. Bain can answer that. 

Mr. Barn. May I try to answer your question, Mr. Congressman ¢ 

Sir, in dealing with the United States-flag carriers under the exist- 
ing law, the Board approaches it in this manner: It determines the 
over-all need of these carriers. In calculating their need the Board 
determines the total dollars they require to operate, including a fair 
return, and deducts the revenues they receive from carrying passen- 
gers and cargo, and the revenues they receive from foreign govern- 
ments for the carrying of foreign mail. The United States Govern- 
ment then would pay to a United States carrier, as mail pay, the net 
difference between its operating costs less its revenues. Such mail pay 
includes both the subsidy and compensatory rate. 

Now, the distinction between the provision in S. 436 and the Board’s 
recommendation, as Mr. Nyrop outlined it this morning, would be that 
under the latter the United States Government would pay the inter- 
national carriers a compensatory rate. Now, as far as our studies have 
gone today, it is indicated that that compensatory rate would be sub- 
stantially below the present UPU rates; but, in addition, the United 
States Government would then pay these carriers that amount of sub- 
sidy which would meet their total needs, just as the Board presently 
does it. The distinction then between the two systems is this: That 
under the UPU rates, and if the UPU rate was to be used as a service 
rate as it might be adjusted, the UPU rate would be substantially in 
excess of what we now think a compensatory rate would be. So that 
you would in effect have no separation in fact; whereas under the 
Board recommendation you would have a service rate which would be 
the compensation, and in addition a subsidy amount necessary to keep 
these carriers in business would be clearly indicated. 

Mr. Rocers. Now, please illustrate to me—and suppose you make 
a compensatory rate for the carrying of the mails, of the domestic 
international carriers, and suppose that the rate that you fix does not 
pay them for the loss that they sustained in carrying the mail—what 











110 AIR-MAIL SUBSIDIES 


difference does it make to us, we will say, whether that is paid in sub 
sidy or whether you increase the rate / 

Mr. Barn. We would have to go back to the entire purpose of this 
legislation, which is to indicate eae to the Congress and the public 
that portion of the rate which is paid for the os of carrying the 
mail, and that portion which is subsidy. Now, that is the difference 
between the two proposals. Now, if I can give you a concrete example, 
let us assume that the $2.50 is the UPU rate for a given carrier in 
a given area of the world, and that it might be determined by the 
Board that the compensatory rate should be 90 cents, but that this 
carrier needs additional amounts over and above the 90 cents. In 
that case the difference between the 90 cents and, for example, the 
$2.50 would actually be subsidy paid by the Government to the carrier. 

Mr. Rogers. Suppose you raised the rate there and, instead of 0) 
cents, suppose you gave them $1.50. 

Mr. Bain. If you got it to $1.50 and it is still a compensatory rate, 
then the difference between the $1.50 and the $2.50 would still be 
the subsidy amount. As the Board understands it, it is the intent 
of the Congress to separate those two characteristics of the total 
mail pay. 

Mr. Rogers. But the result is between tweedledum and tweedledee ; 
is it not? 

Mr. Nyror. If you will notice the attachment there, you will see 
that certain carriers would be overpaid under the UPU rate, and in 
some cases the carriers would be underpaid. In the aggregate, there 
is about a S6-million difference, but as between carriers there are 
inequities. It may be that in the long run the totals paid under the 
two systems might accidentally be the same; however, I think that 
the distinction is that under one system you would not identify the 
compensatory rate, and the subsidy; whereas in the other one you 
would. 

Mr. Rogers. Thank you very much. 

Mr. Cartyie. I understood you to say that $80 million represented 
about the total amount of subsidy that was paid out. Now, does that 
include foreign and domestic carriers / 

Mr. Bain. Yes, sir. 

Mr. Cartyie. The carriers who do not carry any mail share in that 
S80-million subsidy ¢ 

Mr. Bain. All of the carriers listed or contained in the total of S80 
million. 

_ Mr. Carvyte. So then there are carriers who carry no mail that 
share in that subsidy. 

Mr. Barn. No, sir. 

Mr. Cariyie. So, then, the carriers who do not carry the mail 
do not share in that subsidy ‘ ; 

Mr. Bain. That is correct. 

Mr. Cartyte. That $80 million is connected in no way with the 
actual pay that the carriers get for carrying the mail; is that correct ? 

Mr. Nyror. Well, it represents an amount which the Federal Gov- 
ernment contributes to the operation of those 57 carriers which receive 
that SS0-million subsidy to carry out the intent and purpose of the 
Civil Aeronautics Act and, in other words, to foster and develop the 
interstate and foreign commerce, the purposes of the national de- 
fense, and for the Post Office Department. 
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Mr. Cartyie. I understand that, but the point I am trying to clear 
in my mind is that these carriers who receive this $80 million annual- 
ly, they get pay for carrying the mails in a different fund, or they 
receive the pay for carrying the mail; and, of course, this $80 million 
is not connected with those payments. Is that correct ¢ 

Mr. Nyror. No, the Civil Aeronautics Act of 1938 provides that the 
Post Office Department will pay those carriers which have mail cer- 
tificates the amount found necessary by the Board for their efficient 
and economical operation, so that today the Post Office Department 
appropriation for paying on the Board’s mail-rate orders, is one 
lump-sum appropriation, and it includes both the subsidy item and 
the amount of compensation for carrying the mail. It is one lump- 
sum appropriation, sir. 

Mr. Cartyie. But the $80-million subsidy, of course, is given only 
to those carriers who carry the mail? 

Mr. Nyrop. Yes, sir. 

Mr. Cartyte. Why should these carriers who do not carry the 
mail not share in that subsidy if the carriers who carry the mail get 
paid for doing that service ? 

Mr. Nyrov. Well, the 57 carriers that we have today who are re- 
quired to carry the mail are also required to maintain a minimum 
service pattern at the various certificated points. Some of the car- 
riers today who do not receive any mail compensation or any subsidy 
from the Federal Government do not serve such points, and T will 
name a couple of examples. In my own State of Nebraska: North 
Platte and Grand Island. The subsidy payment is made so that we 
will have air service into communities lke that. 

Mr. Caruyue. All carriers, whether they carry mail or whether 
they receive part of this subsidy, operate under the rules and regula- 
tions of your Board. 

Mr. Nyropv. That is right. 

Mr. Carryze. Is that correct / 

Mr. Nyror. That is right. 

Mr. Cartyue. That is all, Mr. Chairman. 

Mr. Hate. What was the basis on which the UPU rates were ar- 
rived at ? 

Mr. Nyrop. Congressman Hale, as I understand it—and I am sure 
that Mr. Redding can answer that in more detail than I can—briefly, 
the UPU rates are determined by and are the result of international 
conferences held by the postmaster generals of the various countries. 

Mr. Hate. Of course, all postal international agreements are ne- 
gotiated at international conferences. 

Mr. Nyrrop. Yes, sir. 

Mr. Hare. But I just wondered what the mathematical formula 
was that was applied in determining the rate. 

Mr. Nyrop. I am not able to answer that, Mr. Congressman, and 
[ hehieve that the Postmaster General’s representatives could answer 
that. 

Mr. Hair. There must have been some determination of costs in- 
volved in reaching the rate, | presume: was there not 

Mr. Nyrop. I cannot answer that question, sir, but I am sure that 
Mr. Redding can answer it. 

Mr. Harris. Mr. Beamer had a question that he wanted to ask. 
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Mr. Beamer. I was quite interested, Mr. Nyrop, in the questions 
that were previously asked by Mr. Dolliver, and Mr. Rogers, pertain. 
ing to the foreign handling of mail. I noticed on page 10 of your 
statement you referred to it. Just as a matter of curiosity and as a 
matter of information, is there any large amount of mail handled by 
our American ships, airplanes, from foreign countries, in comparison 
to the amount of our mail that is handled by other foreign carriers / 

Mr. Nyror. Yes, sir. The balance in dollar amounts is in favor of 
the United States air carriers. 

Mr. Beamer. I mean coming from foreign countries. 

Mr. Nyrop. Yes, sir; United States air carriers are paid more for 
the carriage of foreign mail than the United States Government pays 
to foreign carriers for the transportation of United States mail. There 
is an imbalance, we will call it. 

Mr. Beamer. In other words, at the present time, and now it is pos 
sible—is it not /—for the Postmaster General to prescribe a higher rate 
for the mail that is going to foreign countries on our ships, or must he 
follow the UPU? 

Mr. Nyror. At the present time, he pays the United States air car 
riers carrying United States mail at the rates prescribed by the Civil 
Aeronautics Board, in accordance with the rate procedures of the Civil 
Aeronautics Board. 

Mr. Beamer. That is still based on their costs; is it ¢ 

Mr. Nyror. Well, it is cost plus a reasonable rate of return, and in 
the international field there is also subsidy payments being made. 

Mr. Beamer. Is there any consideration given in that respect to 
helping to build up an American United States air force, and we have 
lost our shipping Janes apparently, and there is a possibility that we 
might consider trying to build up and retain United States ships and 
airplanes. 

Mr. Nyror. As this committee is well aware, there has been a very 
substantial growth in the strength of the United States internationa! 
air carriers since 1940. The Federal Government support, both in 
the form of compensation for carrying the international mail and the 
subsidy payments, in our judgment has resulted in strong United 
States international air carriers. 

Mr. Beamer. Are these international air carriers required to make 
certain commitments; for instance, for far-away points that have very 
little traffic ¢ 

Mr. Nyrop. That is right. 

Mr. Beamer. In order to retain this privilege ¢ 

Mr. Nyror. That is right; yes. 

Mr. Beamer. Is that taken into account, such as operation to some 
far-distant point that would be very unprofitable ¢ 

Mr. Nyror. Yes, sir; that is taken into consideration by the Board 
in fixing the mail retes for internatione] carriers. 

Mr. Beamer. Well, vice versa, does that take into account anything 
that is handled from foreign countries on our airplanes, or could they 
just arbitrarily apply the UPU rate? 

Mr. Nyror. The UPU rate is paid to them. 

Mr. Beamer. That is definitely a fixed figure, regardless of whether 
our planes are required to go to some far-distant points or not? 

Mr. Nyror. That is right. 
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Mr. Beamer. It is conceivable then there might be some injustices 
on our own lines, as a result ? 

Mr. Nyropr. Not so long as the Civil Aeronautics Board regards as 
the mail payment received by that carrier from foreign governments 
as part of their commercial revenue, and then determines the difference 
bet ween the total operating cost, and the income, and grants the differ- 
ence in subsidy payments, sir. 

Mr. Beamer. There is a breakdown in figures, I presume, to deter- 
mine whether or not that has been operating that way. 

Mr. Nyrop. Yes, sir. 

Mr. Bramer. That is enough for the moment. 

Mr. Cuenoweru. Are we going to close now or take a little more 
time ? 

Mr. Harris. I think that we will go on for a little while, if there is 
no objection. 

Mr. Cnenowern. I would like to clear up a few points in my own 
mind, and perhaps vou have covered them, Mr. Nyrop. You state that 
it is costing $80 million a year in subsidies for airline operations. 

Mr. Nyror. That is an approximate figure. 

Mr. Cuenowern. Over and above that amount we pay the airlines 
compensatory mail rates for hauling the mail; is that right ¢ 

Mr. Nrrop. That is right, sir. 

Mr. Cuenowern. Is the figure of $80 million going up, or going 
down ¢ 

Mr. Nyrop. In the subsidy separation report which is before you, 
Congressman Chenoweth—and remember that it relates only to the 
domestic air carriers—the board’s estimate is in 1951 the subsidy pay- 
ments to the domestic carriers is $34 million, and I believe our estimate 
is that it will drop to $27 million within the next 2 years. With re- 
gard to international carriers 

Mr. Curenowern. I am just talking about domestic carriers, and am 
not inquiring concerning the international picture. On the domestic 
situation, what is the yardstick that vou use for determining the sub- 
sidy of an established carrier? Take any one of the established car- 
riers Without mentioning names. How do you determine the amount 
of subsidy that they are going to receive in any 1 year? 

Mr. Nyropr. In the Board’s subsidy separation report, we established 
seven rates representing the compensation for carrying the mail. 

Mr. Cuenowrernu. These are the rates you have here in your report ? 

Mr. Nyror. We put each one of the domestic carriers, whether 
trunk or local services, into one of those classifications. Then, on 
an annual basis, using 1951 as an example, we took the total number 
of ton-miles of mail hauled by X airline, and multiplied it times 
that rate. That gives vou a dollar amount. That is their compen- 
sation for carrying the mail. Then the Board in reviewing the 
operation, the financial operation of that airline, takes into consider 
ation the total cost, and the total revenues, and the difference is the 
carrier’s need, that is, the amount which the air carrier really needs 
to continue in an efficient manner. Then the compensatory mail pay 
which is the total number of ton-miles times the rate, 53 cents or 
whatever it may be, is substracted from the carrier’s total need and 
the remaining amount is the subsidy, sir, 

Mr. Curnowern. Are we approaching the time when air carriers 
will be self-sustaining ? 
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Mr. Nyror. Congressman, with regard to the larger trunk lines, | 
think it is fair to say that we are approaching the time when certain 
of those air carriers will not require any subsidy in the future. How 
ever, With regard to some of our smaller airlines, smaller in terms of 
volume and route miles, smaller in terms of the size of the commiu- 
nities they serve such as the local service air carriers, it is my Opinion 
that they will require subsidy payments from the Federal Government 
for several years. 

Mr. Cuenowern. Would you want to make any prediction as to 
when the larger and more substantial carriers will ‘h. able to operate 
without a subsidy ? 

Mr. Nrror. Well, using the Board’s classification here, in the firs: 
two groups, I believe that includes a total of 10 carriers, at the present 
time 7 of those are now on rates at which they do not receive any 


subsicly. 
Mr. ace ero. No subsidy at all ¢ 
Mr. Nyror. That is right, and by June 30 we hope to have two or 


three others on final rates. When mail-rate cases are processed, and 
an agreement is reached, we hope those carriers will not be ina subsidy 
status any longer. 

Mr. Cuenowern. Do you make a distinction between the trunk line 
and the feeder line / 

Mr. Nyrrorp. Yes, sir. 

Mr. Curenowernu. As you state, you will have to continue to subsi- 
dize the feeder lines probably for home years, and I think that you 
should, but the trunk lines, as I understand your testimony, are rapidly 
becoming self-sustaining. 

Mr. Nrror. That is right: ves, sir. 

Mr. Hesevron. Just to be sure that it is in the record, how much of 
the total mail is carried by those five or six major airlines / 

Mr. Nyrorp. The Big Four, as you pointed out in your opening state- 
ment, carried in 1951 a little more than 70 percent of the total domestic 
mail When you add to that Capital Airlines, Western Airlines, 
Braniff, Delta, and National, which will be on mail rates which do 
not involve subsidy, it probably runs in the neighborhood of 83 per- 
cent or 84 percent, or between SO percent and 55 percent, we will say, 
roughly. 

Mr. Cuenowern. Do IT understand the 45-cent rate which you ar- 
rived at is suflicient to enable the big carriers to maintain their oper- 
ations without Federal subsidy ¢ 

Mr. Nyrop. That is right. The 45 cents is the rate which the Board 
determined to be the cost of carrying the mails in domestic operation 
for the Big Four plus a reasonable rate of return. They are now 
paid that by the Federal Government. Of course, in addition to that 
they have their commercial revenues. 

Mr. Cuenowern. | understand 45 cents is the rate now, and includes 
no subsidy. 

Mr. Nyror. It does not involve any subsidy; no, sir. 

Mr. Curnowern. That is the present rate. 

Mr. Nyrop. Yes, sir. 

Mr. Cuenowern. When did you establish the 45-cent figure? 

Mr. Nyror. The 45-cent figure became effective January 1, 1951. 

Mr. Cuenowern. What was the rate prior to that time ? 
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Mr. Nyrop. Prior to that in settling the Big Four mail-rate case, the 
rate was 63 cents per ton-mile. 

Mr. Cuenowern. What was the original rate years ago when you 
started? Has the rate been declining over the vears? 

Mr. Nyror. It has been coming down all of the time, yes. I do not 
have the figures available to tell you what it was in 1938. However, 
there was a period when it got to 45 cents, too, during the last war, in 
1943, 1944, and 1945. 

Mr. CHENOWETH. At one time it was several times that amount, I 
presume, 

Mr. Nrror. That is right; ves, sir. 

Mr. CuenowerHu. Thank you, Mr. Nyrop. 

Mr. Harris. Mr. Nyrop, with your indulgence I would like to ask 
you a few questions, and I see it is after 12 o'clock. First I would 
like to clear up, in my own mind, another matter that is brought to us 
in connection with mail pay and subsidy. Under the law the Civil 
Aeronautics Board establishes the rate, and the Post Office Department 
pays the subsidy and the rate, too. 

Mr. Nyrop. ‘Vhat is right. 

Mr. Harris. Does the Civil Aeronautics Board determine the 
amount of subsidy, too ¢ 

Mr. Nyrop. Under the existing Civil Aeronautics Act, we are re- 
quired to pay an amount which represents the need of the carrier or 
the compensatory rate. Beginning in September of 1951 with the 
issuance of the separation report we stated to the President and the 
Congress that in the future in all mail-rate cases processed by the 
Civil Aeronautics Board, if the carrier was not able to go on a com- 
pensatory rate, then the Board in its final rate order would designate 
the amount of money that represented the compensation for carrying 
the mail, and the additional amount that represented subsidy. So 
today the mail-rate orders of the Board do show that distinction. 

Mr. Harris. Then the mail rate is determined by the Board and 
paid by the Post Office Department, and the subsidy is determined by 
the Board and paid out of the Treasury. 

Mr. Nrror. No; it is paid by the Post Office Department under the 
existing Civil Aeronautics Act. 

Mr. Harris. Now, if the Civil Aeronautics Board determines a 
particular service for mail, the Post Office Department has got to carry 
that out. 

Mr. Nyror. Yes, sir. 

Mr. Harris. In making that determination, does the Civil Aero- 
nauties Board get the recommendation from the Post Office Depart- 
ment ¢ 

Mr. Nyrop. Yes, sir: the Post Office Department participates in 
the mail rate making procedures and hearings of the Civil Aero- 
nautics Board. 

Mr. Harris. Is that on any service that is provided by mail regard- 
less of the destination ¢ 

Mr. Nyrop. Yes, sir; that is right. 

Mr. Harrts. And regardless of the type of service ? 

Mr. Nyrop. That is right, yes, whether it be international, domestic, 
trunk or local. 
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Mr. Harris. Are there any times that you can advise this co 
mittee where there have been differences between the Post Office [)¢ 
partment and the CAB regarding the type of service ¢ 

Mr. Nyror. Regarding the type of service / 

Mr. Harris. The mail service. 

Mr. Nyrop. Well, I think there have been differences, but I would 
have to review some of the records, Congressman Harris, to prese.t 
it if you would like to have it. IT can't think of any right now. U; 
doubtedly there has been in the history of the ¢ ‘ivil Aeronautics 
Board. 

Mr. Harris. Recently, for instance, we have been having present: 
to us annually the question of some controversy over the services of 
helicopter at certain post offices. 

Mr. Nrror. Well, the Civil Aeronautics Board has certificated thie: 
helicopter operations, one in Los Angeles, one in Chicago, and o; 
in New York. The cases involving the certification at Los Angeles 
and at Chicago were 2 or 3 vears ago, and maybe a little longer tha 
that. and it is my understanding that the Post Office Department cid 
support those two certifications of the he ‘licopter oper ations in those 
two cities. With regard to the New York helic ‘opter operation, whik 
was certificated within the past 3 or 4 months, it is my understand 
ing that the Post Office Department did not affirmatively support 
that certification as a requirement in the interest of the mail service. 

Mr. Harris. Now, I wanted to get the matter clarified for the record 
and Iam going to make the same inquiry of the Post Office Depart- 
ment when they come, because we have been having members of the 
Appropriations Committee present us with this problem every year 
that the appropriation comes up, and IT would like to get it cleared for 
the record. 

With reference toa comparison that you made a moment ago, 4:56, 
and a proposal made by the Board, as I understand you indicated « 
moment ago that under the provision of 436 that the UPU rates 
would have to be used in international service. 

Mr. Nyrop. The UPU rate would become the effective rate to pay 
the United States international carriers for the transportation of 
United States mail in foreign service: yes, sir. 

Mr. Harris. That would be the maximum rate, would it not? 

Mr. Nyror. That is right. 

Mr. Harnis. You would not have to pay that. 

Mr. Hinsnaw. That is a compensatory rate. 

Mr. Harris. I want to get it clear. That is the maximum, compen 
satory rate, is that true, or not true? 

Mr. Nyror. That would be the maximum rate, that is right. As | 
understand it, the Postmaster General is permitted to go below such 
rates to the extent that the rates charged the United States by foreign 
air carriers for the transportation of mail are less than the UPI 
maximum. 

Mr. Harris. In other words, what it does regardless of whethe1 
the maximum or less rate is determined, what it does is that it would 
put our international carriers on the same compensatory rate wit! 
foreign carriers carrying the United States mail. 

Mr. Nyror. Well, not necessarily, because I don’t know what the 
compensatory rate is for the foreign carriers. that is where I would 
have trouble. 
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Mr. Harris. At least the same rate per ton-mile. 

Mr. Nyror. Yes, sir. 

Mr. Harris. Would be determined. Is that right / 

Mr. Nyror. Yes, sir. 

Mr. Harris. So far as our carriers are concerned in comparison 
with what was paid to foreign carriers of United States mail. 

Mr. Nyror. Yes, sir; that is right. 

Mr. Harris. That is a provision of the Senate bill; is it not ‘ 

Mr. Nyror. Yes, sir. 

Mr. Harris. You oppose that provision because you want to place 
the rate paid to our own international carriers on a cost basis 

Mr. Nyror. That is right. 

Mr. Harris. Plus reasonable return. 

Mr. Nyror. Yes, sir. 

Mr. Harris. And have that issue completely separated from what 
a foreign carrier would receive in transporting United States mails 

Mr. Nyror. Yes, sir. 

Mr. Harris. Now, the compensatory rate is paid out of the Treas- 
ury ultimately through the Post Office Department, and the subsidy 
is paid out of the Treasury, and then Mr. Rogers’ question a moment 
ago Was somewhat apropos in that it does not make much difference 
whether it is a subsidy or compensatory rate, does it / 

Mr. Nyror. Well, in total dollars, that is probably right, sir. 

Mr. Harris. Mr. Hinshaw has a question. 

Mr. HixsHaw. I notice in your appendix 2, on page | of two pages, 
that you have set up the United States mail revenues, and I presume 
that is revenues to the air carriers and not the revenues of the Post 
Office Department. 

Mr. Nyror. That is a poor heading on that, I am sorry, Mr. Hin- 
“naw, 

Mr. Hinswaw. On the basis of the actual revenues, and it is esti- 
mated that the Universal Postal Union rates which LI assume is pur- 
suant to the provisions of S. 436, you make a proposal that the actual 
rate or compensatory rate would be set up on a cost-plus basis; is that 
correct ¢ 

Mr. Nyror. Yes, sir. 

Mr. Hinsuaw. Where are the figures which would parallel these two 
columns related to what the proposed compensatory rate would be / 

Mr. Nyrorp. Congressman Hinshaw, that is the subsidy separation 
report, with regard to the international carriers that we are working 
on right now and we will have available for the Congress by June 30, 
This is based on the actual payments. Column No. | on the left-hand 
side is the actual payments and it is not a division between compensa- 
tory and subsidy elements. 

Mr. Hinsuaw. Then we have no way of knowing from this table 
whether or not the proposed compensatory rates would equal or exceed 
or be less than the U. P. U. rate. do we ¢ 

Mr. Nyror. That is right, sir. 

Mr. Hinsuaw. How can we act intelligently on that subject until 
ve take a look at it? 

Mr. Nyrop. I can merely point out that we had a substantial problem 
| vetting this domestic subsidy separation report out, and as you know 
e have been going forward with our mail rate program and have 
nalized 18 mail rate cases since actually the 19th day of September 
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1951, which is a little more than 7 months ago. We are working on 
the international, and as soon as that is available it will be transmitted 
to every member of this committee. 

Mr. Hrinsnaw. That I appreciate but you have set it up with re- 
spect to the domestic carriers, but you have not set it up with respect 
to the international carriers. 

Mr. Nyror. That is right. 

Mr. Hrnsuaw. And yet we are being asked to give authority here oy 
the basis of no figures; is that not correct ¢ 

Mr. Nyror. Well, I guess it turns out to be largely a question of the 
appropriate means of separating the compensatory rate and deter- 
mining the subsidy rate. We beleve in the Board it should be deter 
mined the same for international as it is domestically. Some of these 
figures here in the right-hand colin on page 1 of appendix 2 repre- 
sent some pretty substantia! payments and the majority of them do 
contain subsidy. There is no question about that. 

Mr. Hinsuaw. Is it going to be proposed by the Board, or is that 
too much a crystal ball question, that the American-flag international 
carriers be divided into groups as you have divided it domestically ¢ 

Mr. Nyrop. Our study isn’t far enough along so that I could give 
you that information, Mr. Congressman, at this time. We haven't 
gotten to that point in our study. 

Mr. Hinsuaw. You must have estimated that it would be. 

Mr. Nyropr. I don’t think that we will. 

Mr. Hinsuaw. In other words, you are going to apply a flat rate 
to all carriers. 

Mr. Nyrop. I just had advice from Mr. Bain, who is working on the 
study for the Board, and he says it will divide the international car- 
riers into groupings similar to the domestic study. 

Mr. Hinsuaw. You boys had better get together. 

Mr. Nyrop. All right. 

Mr. Hinsuaw. Did I understand vou to say, or Mr. Bain to say a 
few moments ago, that in case the United States carrier in the inter- 
national service were to be paid a higher rate than the foreign car- 
rier carrying the same sort of a load from another country, the foreign 
carrier would be paid on the same basis as the United States carrier! 

Mr. Bain. No,sir. They would not be paid on the same basis, since 
the United States carrier rate would have to be calculated on the 
United States carrier service, which would involve points not covered 
by a foreign carrier in most cases, so that again we have to deal with 
the total need of the United States carrier rather than the total need 
of the foreign carrier which in most instances is also subsidized by its 
own government. 

Mr. Hinsuaw. Well, how do you know ? 

Mr. Bain. We know that, sir, from our conversation with some of 
the foreign carriers. and if is also knowledge that we obtain from om 
own carriers who have good contacts with the foreign carriers. 

Mr. Hinsnaw. I think that it should be said for the record that 
outside of the Western Hemisphere flag carriers there are no private 
carriers but they are all government carriers: is that correct ‘ 

Mr. Nyrop. Substantially right, yes. 

Mr. Hinsuaw. What do you mean by that’ Are there any non- 
government carriers in the foreign field ¢ 
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Mr. Nyror. I am not able at this present time to say “Yes” or “No” 
because I haven't reviewed the financial history of all of the airlines in 
Africa and Asia, and so on and so forth. 

Mr. Hinsnaw. I think it is recognized that there are certain small 
private stock interests here and there, but that the control and the 
controlling interest in the carriers outside of the Western Hemisphere 
flag carriers is almost completely government. Do they issue oper- 
ating statements ¢ 

Mr. Nyrop. I think they issue operating statements; yes, sir. 

Mr. Hinsuaw. With the cost and income statements and so forth? 

Mr. Nyrorp. We are unable to tell whether they are subsidized 
and the extent to which they may be subsidized from some of the state- 
ments we get, and it is impossible. 

Mr. Hinsnaw. In other words, you have no method whatever of 
comparing the cost of operation of an American flag carrier in the 
foreign field with any foreign flag carrier operating in that same field ; 
is that correct ? 

Mr. Nyropv. That is generally true; yes, sir. 

Mr. Hinsuaw. What is going to happen when you set up a subsidy 
separation for the American-flag carrier operating in the field where 
there is no possibility of determining whether or not or to what ex- 
tent a foreign-flag carrier is operating under subsidy ? 

Mr. Nyrop. Well, the payment of the subsidy to the United States 
carrier would not necessarily be dependent upon whether or not the 
foreign government paid their own carrier a subsidy. The subsidy 
is based and paid to the United States carrier on the need of that 
specific carrier. I don’t see the relationship. 

Mr. Htnsuaw. Do you think that if the United States offers to pay 
a well-known and designated subsidy to an American-flag carrier 
operating in the foreign field, it will not bring on a rate war between 
the carriers? That is, between the post office departments of the re- 
spective countries / 

Mr. Nyrop. That is a problem of public disclosure. The opinion 
of the Board is that it will not. 

Mr. Hinsuaw. That no rate war will ensue? 

Mr. Nyrop. That is right. 

Mr. Hinsuaw. In figuring the cost of operating in the foreign 
service how do you differentiate between normal transportation lines 
or routes, and what is known as a national interest route 4 

Mr. Nrrop. Well, in determining the need, I don’t believe we do, 
Congressman Hinshaw. In other words, the international mail rate 
cases are broken down either by carriers or divisions of carriers, and 
in those divisions there are both types of routes that you have just 
described, and it is all considered as one division, or as one airline 

operation, 

Mr. Hinsuaw. I have noticed in times gone by that on occasion the 
President has directed a carrier to operate a certain route, whether 

is one or two or it has m: ude ap phic ation therefor or not: is that true / 
— Mr. Nyrop. Well, the President under the Civil Aeronautics Act 
las the final authority with regard to the designation of carriers and 
routes in international operations, that is right, and the President has 

certain cases designated or instructed the Civil Aeronautics Board 
7. issue a certificate which granted to an airline a specific route ; 
that is right. 
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Mr. Hinsnaw. As a matter of fact, it is more than a grant, it is ay 
imposition; is it not! 

Mr. Nyror. Not as long as the Federal Government pays its s\b- 
sidy, I wouldn't call it an imposition. 

Mr. Hinsnaw. All right, now my point is this: That it is perfect|) 
possible and it has been done by the President of the United State, 
to impose a given route — a carrier whether or not it wishes, aid 
it was thereby to be consic 
carrier is going to show a great deal more subsidy than it would show 
of its own volition; is it not? 

Mr. Nyrop. I don’t know of any specific case. There may be, Co 
gressman Hinshaw. 

Mr. Htnsnaw. Take the route between New York and Africa: that 
was a national interest route; was it not ¢ 


Mr. Nyrop. That is right, and it was applied for by a specific carrier. 
Mr. Hrnsuaw. Well, perhaps we would have to look, back in the 


records. At all events, it was a national interest route. 
Mr. Nyrop. Yes, sir. 


Mr. Hinsuaw. And it was also the imposition of a route on a carrier 
from Seattle to Honolulu, which the carrier did not ask for, I believe. 


Mr. Nyror. Well, that happened before I was with the Civil Aero 
nautics Board, and I am not able to say that. 

Mr. Hrnsnaw. So did the other one, so far as that is concerned. 

Mr. Nyrop. Yes, sir. 

Mr. Hinshaw. But nevertheless, I think that it is true: is it not / 

Mr. Nrrop. Well, there are two carriers certificated there, North 
west Airlines and Pan American and I thought they both applied 
for the route, and I believe that is right. 

Mr. Hinsnaw. I had not heard that, but it might have been. 

Mr. Nyrop. Senator Lee is here and he would know that. 

Mr. Ler. They were both applicants; yes, sir. 


Mr. Harris. The question was answered by Mr. Lee, a member of 


the Board. 
Mr. Hinsuaw. At all events it is possible for the Board or the Presi 


dent in the case of international lines, and the Board in the case of 


domestic lines, to direct a carrier to make certain stops or to cover a 
certain route; is it not ? 

Mr. Nrror. That is right; ves, sir. 

Mr. Hinsnaw. Is it intended by the Board to separate the so-called 
national interest routes from those that are directly commercial routes 
as such ? 


Mr. Nyrop. The Roard in the past has not followed the practice of 


dividing the two types of routes, sir. There is a very important que- 
tion there with regard to the desirability of segregating the two types 
of route operations so that one is strictly what you would call a com 
mercial type of enterprise and the other is a national interest enter 
prise. Tam not sure that that would be in the over-all interest of the 
United States. 


Mr. Hrnsuaw. Probably it would not be in the over-all interest of 


the United States, but still as the picture stands today it shows a tre 
mendous amount of subsidy in certain cases, where either carriers have 
inserted into a route pattern, adding competition at a very high cost 
to both carriers, or where a given carrier has been asked to apply for o1 


ered a national interest route, and that the 
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has applied for and been granted what is purely a national interest 
route; does not not 4 

Mr. Nyrop. That ds right; the subsidy over certain national interest 
routes is very substantial, there is no question about that. 

Mr. Hinsuaw. I think that that is true, and it seems to me that 
somewhere down the line the American people are going to know what 
the subsidy business is, and separate subsidy from compensation; if 
they are going to do that actually if need be, we should group those 
national-interest routes and the subsidy that is paid on them as a 
group, if you don’t want to disclose which ones they are, so that such 
routes can be separated from the rest of the picture, because it would 
throw the normal commercial operations clear out of the gear so far 
as the picture is concerned if that is not done. I think it is well recog- 
nized that certain air carriers are practically paid very high propor- 
tion of the cost of operation of a given route and there are particularly 
lo passengers or cargo on the route, but the mail pay at the present 
time covers almost the entire route operations; is that not true / 

Mr. Nyrop. Well, mail pay covers a substantial portion of the cost 
of operation in certain instances. I think that your suggestion with 
regard to the Board reviewing and studying the possibility and desir- 
ability of dividing the routes into two groups for subsidy payments 
and holding such study confidential: except as we may use it in pres- 
entations before the Appropriations Committees, is a very valuable 
suggestion. 

Mr. Hinsuaw. Now, going back to this appendix 2, on page 
there, you show a difference between the UPU rate for the total oper- 
ations of $5,911,000. The UPU rate is in excess of the actual rates 
paid by that amount. What do you estimate will be the level of com- 
pensatory rate for those same services and the total of the subsidy 
rate on those services’ In other words, have vou divided the present 
$52,970,000 into any sort of a division as between subsidy and compen- 
sation ¢ 

Mr. Nyror. No, sir; we have not, at the present time. That is the 
work that is progressing and will be available for this committee on 
June 30, 

Mr. Hinsuaw. Are there any estimates that could be made avail- 
able to the committee as to what the difference is, and how much is 
subsidy and how much should be compensation / 

Mr. Nyrov. There aren't any that I believe are sufficiently reliable 
that 1 would like to give. 

Mr. Hrnsnaw. You said a while ago that the total subsidy was 
~s0 million and the $30 million of it was in the domestic field, did you 
hot 4 

Mr. Nyror. That is right, $34 million of it. 

Mr. Hinsnaw. Well, if I subtract $34 million from $80 million, 
which L think I ean, it comes out to $46 million subsidy in the foreign 
field. 

Mr. Nyror. That is right. 

Mr. Hinsnaw. Well, $46 million would then leave, as I figure this 
(hing, $6 million as compensation. 

Mr. Nyrorp. That is right, but the $46 million was added to the 34 
iillion, it was an approximation not only for these groups here, these 
Nine carriers shown here, but also for the overseas and territorial car 
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riers, the Alaskan carriers, and the carriers in the Caribbean, and 
those in Honolulu. 

Mr. Hinsuaw. How much of that $46 million applies to them a. 
you have figured on them ? 

Mr. Barn. I do not know. We have not figured it up. 

Mr. Hinsnaw. I do not know where you arrive at S80 million, 
you have no idea how it can be arrived at. 

Now, let us get down to cases. In other words, you have made a 
blue-sky figure. 

Mr. Nyror. I can give you a calculation and submit it for the re: 
ord, Mr. Congressman. 

Mr. Hinsuaw. That is all Iam asking. You say you do not know 
what it is, but you say a figure of $80 million, and we have deducted 
the domestic carriers, and the rest of it is in the foreign field, deduct 
ing the territorial carriers. 

Mr. Nyror. We will submit that for the committee’s use. 

Mr. Hinsuaw. We would like to have that figure, and we would like 
to know how much subsidy you think is in the foreign field. 

(The information referred to is as follows:) 


Estimates of service and subsidy mail payments for the fiseal year 1951 to 
carriers certified to carry mail 


{In thousands of dollars] 


1. Domestic: ! 


Trunklines 25, 432 1S, 843 44,2 
ea! service 1,14 15, 722 16, SH 

Helicopters 743 = 
Total 97, 369 +4, 565 61, 434 


2. International, Territorial, and Overseas: 2 


International 11, 931 1, 505 $3, 4 
Territorial 1, 27¢ 2, 470 
Overseas 3, 291 7, 27 11), 588 
Total 408 $1. 272 — 
4.5, St 75, 837 119 ‘ 


Grand total 


Report on Administrative Separation of Subsidy From Total Mail Payments to Domestic Air Carriers 

September 1951 
? Based upon preliminary studies made in arriving at the basis for separation of mail pay and subsidy 

for these carriers, which will be released by the Board on or before June 30, 1952. These estimates are based 
on the final and temporary rate orders now in effect and may be subject to material change when the fir 
mail rates are established by the Board 

Includes Eastern-San Juan, United-Honolulu, and Pan American-Alaska and amounts allocated to 
Overseas from Braniff, Northwest, Pan American-LAD and Pan American-Pacific. This allocation wa 
made on the basis of the average of the Overseas ton-miles furnished by the Post Office Department 
calendar years 1950 and 1951 

Mr. Hinsnaw. Mr. Chairman, until we can get a column of figures 
set down alongside of this appendix 2 which will give us some idea 
of the total or the figures in individual cases, of what might be con 
sidered to be a subsidy and what might be considered to be compensa- 
tion, we are going to be playing in the dark. 

Mr. Harris. Well, I believe that you are going to put that informa- 
tion before the committee, and would that be available by tomorrow / 

Mr. Nyror. Yes, sir: we can have it for you by tomorrow. 

Mr. Hinsuaw. | have some more questions to ask on this subject, 
but I will postpone them. 
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Mr. Harris. May we go right ahead, and we would like to conclude 
with Mr. Nyrop today, and we will be able to go along with some others 
tomorrow. 

Mr. Hinsuaw. I notice that you separate 10 carriers operating in 
the foreign field, and then you list Pan American with four divisions, 
and Pan American’s total is better than half of the total for all of the 
carriers. I thought L understood Mr. Bain to say that where it became 
obvious that the United States was paying a compensatory rate, plus 
a subsidy, to an American carrier operating in the foreign field, that 
something in a reciprocal nature would have to be done for the foreign 
flag carriers. Am I wrong in that? 

Mr. Bary, I do not recall making that statement, Mr. Congressman. 

Mr. Hinsuaw. I will go over the record and be sure, because | 
thought I heard it very distinctly. 

Mr. Bain. If 1 did, 1 made a misstatement. My statement was that 
the United States would pay the total need of the United States inter- 
national carriers, and that the foreign carriers would be paid the 
UPU rate for the carrying of United States mail, and undoubtedly 
either the private interests or the governments of the foreign carrier 
would have to make up the difference. 

Mr. Hinsnaw. That is, the Board proposed, in the event of this 
separation, that the Post Office Department would be given authority 
to place the mail with the lowest-cost carrier ¢ 

Mr. Nrropr. No, sir. 

Mr. Htwsuiaw. That was the proposal of the Post Office Department 
when they were here before. 

Mr. Nyror. That may well have been, but it is not a proposal of 
the Civil Aeronautics Board. 

Mr. Hinsuaw. They wanted to use the cheapest form of trans- 
portation: and do you support that provision / 

Mr. Nrrov. No: I do not think the Board would support that pro- 
vision, and I think the Post Office Department in the past has operated 
ina very equitable way with regard to the division of the mails. 

Mr. Hinsuaw. I realize in the past. We are talking about the 
future, though, and we are talking about a bill before this committee. 

Now, let us get down to the future: Do you propose that sort of a 
proposal ¢ 

Mr. Nyrop. No, sir. 

Mr. Hinsuaw. And the mail, therefore, would be divided equitably 
between all carriers, both domestic and foreign ‘ 

Mr. Nyror. That is right: yes, sir. 

Mr. Hinsuaw. And the foreign carriers would be given the mail at 
the UPU rate, and the domestic carriers would be given the mail at 
whatever their compensatory rate is, so far as the Post Office is con- 
cerned, whether that be higher or lower / 

Mr. Nyrop. That is right. 

Mr. Hinsuaw. Higher or lower than the UPU rate? 

Mr. Nyror. That is right. 

Mr. Hinsuaw. [If it is a lower rate, are they not paying in all proba- 
bility a subsidy to the foreign carriers, as well / 

Mr. Nyropr. Well, I had not thought that problem exactly through. 
what it is. Since there is an imbalance in favor of the United States 
air carriers and since the revenues derived by United States carriers 

98025—52——9 
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from the carriage of foreign mail are counted as commercial reveni 
by the Civil Aeronautics Board in arriving at the total need, I do no 
think that you could just say that because the compensatory rate to thi 
United States airlines was so many cents per ton-mile, and the UP! 

rate was higher, that that would in effect be a subsidy from the Unite: 
States Government to the foreign international carriers. 

Mr. Hinsnaw. You said a moment ago in your statement that the 
need rate would depend upon the cost of operation plus a reasonable 
profit, less the passenger revenues and the cargo revenues and the 
revenues from foreign mail. 

Mr. Nyxor. That is right. 

Mr. Hinsnaw. Now, if that foreign mail rate—say it isa UPU rat 
of $2.96 or 4 gold franes—is higher, if that is higher than your com 
pensatory rate plus subsidy, and they carry foreign mail into the 
United States at that higher rate or between foreign countries at that 
higher rate, then are you not taking undue advantage of the fact that 
the foreign governments pay the UPU rate, and you are not giving that 
carrier his full advantage over having carried mail in foreign com 
merce! 

Mr. Nyrror. Well, in that specific case, it might be the responsibility 
of the Postmaster General to make some reasonable adjustments with: 
regard to the UPU rate. 

Mr. Hinsuaw. That is one point I was going to bring up next. 

Mr. Nyror. That is his problem, not mine. 

Mr. Hinsuaw. Would not the t tendency be at this point, if this bil! 
is passed in the form that vou suggest, that there be another Postal 
Union meeting, and that there would be a reduction in the UPU rates 
all over the world? 

Mr. Nyror. That is possible. 

Mr. Hinsnaw. And in fact, it is highly probable, is it not? 

Mr. Nyror. Well, I think so; and, of course, Congressman, it is 
probable that that will happen even without the passage of an appro- 
priate bill. 

Mr. Hinsuaw. It is not my understanding—and I may be incorrect 
in that understanding—that our people, including the Board and the 
State Department and the Post Office Department, have sunpported 
the UPU rate at its present value in the past ; and do you know whether 
“ ‘re is any intention to reduce that UPU rate in the next meeting, 
which is taking place a few weeks from now / 

Mr. Nyror. No, sir; 1 do not. I have not had any conversations 
with them. 

Mr. Hinsuaw. Do you know what position the United States ex- 
pects to take in that respect # 

Mr. Nrropr. No, sir. I am sure Mr. Redding would be better quali- 
fied to answer that than I would. 

Mr. Hrysuaw. I still think we are dealing with a pig in the poke 
here, and we do not have any figures and we do not know what the 
future is going to bring. 

That is all, Mr. Chairman. 

Mr. Hesevron. Tes iv I ask one further question with regard to your 
table No. 2, Mr. Nyrop, on the net refunds of $9.269,000% Are there 
other cases pe nding involving the possibility of additional refunds ¢ 

Mr. Nyror. Yes, sir 
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Mr. Hesevron. And have you yet reached the point where you could 
give any estimate of the probable amount of the additional refunds 
that will occur? 

Mr. Nrror. Well, I think, as I stated earlier here, we do not have 
exact figures with regard to an estimate of what the additional refunds 
will be. We are working on those cases right now, and they are in 
various stages of being processed by the Civil Aeronautics Board, 
and— 

Mr. Hesevton. How many cases are there pending / 

Mr. Nyror. There are six or seven major cases that will involve 
refunds 

Mr. Hesevron. And they involve airlines that carry a substantial 
part of the mail, or are they relatively in the minor class / 

Mr. Nyror. I would say they are in the major group. 

Mr. Hesevron. That is all, Mr. Chairman. 

Mr. Harris. Mr. Hinshaw, do you have any further questions? 

Mr. Hinsuaw. A while ago, in connection with the domestic mail, 
chart No. 1 was presented by Mr. Nyrop, showing the total revenues 
from the sale of postage stamps, I take it, in the domestic service, com- 
pared with the compensation and subsidy paid the carriers, and added 
thereto is the Post Office charges for additional handling other than 
for the transportation of mail. Are there any figures which could be 
set down in this appendix No, 1 which is presented at the end of the 
statement, which would indicate the postal revenues in terms either 
of totals or in terms of mail carried by any one of these carriers, so 
that we have some idea as to how much actual mail in the form of post- 
age stamps is being carried around the world That is, in interna- 
tional transportation, 

Mr. Nrror. I do not know whether we can do it or not, Congress- 
man Hinshaw, but we will take a reading on it and if we can, what 
you want is a chart, internationally, similar to that domestic one, is 
that right ¢ 

Mr. Hinsuaw. Either a chart or the figures, and I can read figures 
just as easy as looking at a chart, but something which would indicate 
tous how much revenue we are receiving from the foreign mail. 

I assume that revenue arises all within the United States or its 
possessions. However, I understand also that you make a little net, 
revenue on the switch between the amounts that foreign governments 
pay our carriers and the amounts of money we pay their carriers. 

Mr. Nyror. That is right. 

Mr. Hinsuaw. And I think we make a net profit on that deal, do 
we not ¢ 

Mr. Nyrop. There is an in-balance of three or four million dollars 
per year, ves, sir. 

Mr. Hinsuaw. In favor of the United States Post Office ? 

Mr. Nyror. That is right. 

Mr. Hinsuaw. In other words, those moneys today are being paid 
'o the Post Office, and there is an offset deal there of some kind, which 
| have never been able to quite fathom; is that right ? 

Mr. Nyropv. I am not able, either, to discuss that in detail, and I 
‘hink Mr. Redding can probably handle that more appropriately than 
I could, 

Mr. Hrnsnaw. That is all, Mr. Chairman. 
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Mr. Cartyte. Mr. Nyrop, the three helicopters that you referred 
to a few minutes ago are carrying mail, and are they operated by the 
Post Office Department or for the Post Office Department by an agent / 

Mr. Nyror. The three helicopter certificates that have been issued 
by the Civil Aeronautics Board, out of the three, two are now in oper 
ation. They are operated by private companies, and carry the mail 
for the Post Office Department between certain locations in the city 
or the suburbs and the airport. 

Mr. Cartyte. Now, I have not had an opportunity to examine all 
of these schedules that you have furnished, but have you furnished us 
any schedules as to the amount of subsidy that the several domestic 
carriers receive? 

Mr. Nyror. Yes, sir, that is contained in appendix A, B, and C of 
the Subsidy Separation Report. 

Mr. Cartyte. That is all. 

Mr. Harris. Thank you very much, Mr. Nvrop: and I believe that 
you are going to present additional information for the benefit of the 
committee as soon as conveniently possible. 

Mr. Nyrrop. Yes, Congressman. 

Mr. Harris. The committee will adjourn until 10 o’clock tomorrow 
morning. 

(Whereupon, at 12:50 p. m., the hearing was adjourned until 10 
a m., Tuesday, March 25, 1952.) 
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TUESDAY, MARCH 25, 1952 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND Foreign CoMMERCE, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10 a. m. in room 
1334 New House Office Building, Hon. Robert Crosser (chairman) 
presiding. 

The Carman. The committee will please come to order, 

Mr. Tipton, will you please take the stand. Mr. Kennedy is sched- 
uled for this time, but he is not here. 


STATEMENT OF S. G. TIPTON, GENERAL COUNSEL, AIR TRANSPORT 
ASSOCIATION OF AMERICA, WASHINGTON, D. C. 


Mr. Treron. Mr. Chairman and members of the committee: My 
name is S. G. Tipton. I am general counsel of the Air Transport 
Association of America. The association includes in its membership 
practically all of the certificated airlines of the United States. This 
includes the domestic trunk lines, and the international lines, and 
most of the local service lines. 

The air-transport industry has, of course, a direct and important 
interest in the Tegisiation now being considered by this committee. 
At this time, I shall discuss the problem only in relation to the domes- 
tic field. 

The airlines favor the separation of subsidy from mail compensa- 
tion as far as domestic operations are concerned. In that respect, there 
is no disagreement between the airlines and other groups interested 
in this legislation. The only controversy is as to how it should be 
done. We believe that it is important that the disclosure of subsidy— 
the major objective of any of this legislation—be accomplished with 
out impairing the finane ial stability of the air- transport industry and 
with a minimum of expense and administrative burden to both the 
Government and the carriers. Consequently, my testimony will be 
directed entirely to that problem. 

We have examined all of the 11 bills on this subject pending before 
the committee. In our judgment, S. 436 comes closer than any of the 
ther bills to meeting the objective which T have just stated—that of 
accomplishing subsidy separation without impairing the financial 
stability of the air-transport industry and with a minimum of expense 
and administrative burden to both the Government and the carriers. 

That bill, as the committee knows, was the result. of a lengthy and 
comprehensive study of the problem by the Senate committee. Not 
only were all interested parties heard, but outside experts of un- 
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questioned competence were hired by the committee to conduct ex 
tensive surveys and analyses of underlying problems related to the 
Jegislation. The fund of information now available on this problem 
is considerably greater than when the legislation was considered by 
the Eighty-first Congress. I think that we can now proceed on tli 
assumption that the record is complete, for all practical purposes. 
It remains only to reach a final judgment on the issues involved. 

While, as I have said, we believe that S. 436 comes closer than any 
of the other bills to attaining the ultimate objective, it still, in our 
judgment, requires some amendment. 

It would be necessary for me to impose unduly upon the time of the 
committee to analyze in detail all of the 11 bills before it, and to pre 
sent the views of the air transport industry on the provisions of each 
of those bills. In order to avoid doing that, I should like, first, to dis. 
cuss a few of the major problems which are raised by many, if not 
all, of the bills, and then to turn to a discussion of the changes which 
should be made in S. 436. 


COST PROVISIONS 


All of the bills before the committee contain provisions, in one form 
or another, which would require that the rates of mail compensation 
to be fixed by the Civil Aeronautics Board be tied to cost. S. 436 
states that the rates shall be “based upon” experienced and projected 
costs of transporting mail, including a fair return on the portion 
of the investment used and useful in performing the service. H. R. 
189 says that the rate shall not exceed the “actual” cost of rendering 
the service, plus a fair return. The other bills contain variations of 
this same cost formula. While there may be minor differences in 
the effects of these provisions, they are all basically unsound and 
should be rejected. 

To tie mail rates tightly to cost would require the Board to fix rates 
in the most complicated and burdensome way possible. The Board 
would be forced to make and review elaborate cost studies involving 
the use of dozens of debatable allocation formulas, and to preside over 
endless litigation. It would not be free to consider proposals designed 
to simplify the making of mail rates, such as those advanced last 
year by a member of this committee and by the chairman of the Sen- 
ate committee. Cost, however difficult to determine, would be the only 
measuring stick for mail rates. 

That would mean that mail rates would have to be fixed separately 
for each carrier and that the carriers could not be classified into large 
groups for mail-rate purposes. Costs vary even among carriers which 
are otherwise very similar. If no carrier could receive mail compensa- 
tion in excess of its own costs, the rate for any class of carriers would 
have to be based upon the costs of the lowest-cost carrier in the class, 
thus involving the payment to the other carriers in the class of below- 
cost rates of questionable constitutional validity. 

Moreover, if the statute prohibited the payment of rates in excess 
of “actual” cost, the Board would have to establish all mail rates on a 
retroactive basis. Airline costs change rapidly. Since the Board 
could not know definitely what a carrier’s costs were until they had 
been incurred, it could not safely fix the rates until after the service 
had been performed. That would be a cost-plus system with a ven- 
geance and would be highly objectionable. The carrier would never 
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know what his revenues were until long after he had provided the 
service, and the Government would not know what it was going to 
have to pay for the service. 

But even if these difficulties could be cured in some fashion, the cost 
standard would remain fundamentally wrong. The “actual” cost of 
transporting the mail can never be determined, and even if it could, 
it is not the sole measure of fair compensation. 

The problem here is simply to provide the Board with the neces- 
sary guidance in fixing sound mail rates. Congress has dealt with 
this problem many times and has never before adopted this cost 
requirement. In the Interstate Commerce Act, Congress prescribed 
standards to guide the Interstate Commerce Commission in fixing 
rates for the transportation of traffic by surface carriers. Four sep- 
arate sections have been inserted in that act to govern the making 
of rates for railroads, motor carriers, water carriers, and forwarders. 
The carriers’ cost in performing the services is not made the sole 
measure of fair and reasonable rates, but is referred to indirectly 
in these provisions as one of several factors to be taken into con- 
sideration. 

These congressional directives confirmed the policy that the Com- 
mission had followed prior to their enactment, and has continued 
to follow since. In the Commission’s first report to Congress, in 
1887, it stated its rate-making policy, and pointed out that rates could 
not be determined upon the basis of cost of service alone, but should 
be determined upon the basis of judgment, applied to a number of 
interrelated factors, which must all be taken into account in fixing a 
rate. In literally hundreds of cases since that time the Commission 
has followed this policy. 

A good statement of the Commission’s approach to rate-making is 
contained in a case decided in 1940, and I would like to quote from 


It: 

The question cannot, however, be answered by any mathematical test, for, 
as all who a@e well informed on the subject know, reasonable freight rates have 
in the past been determined, not by any close adjustment to a finely calculated 
cost of service, but by the exercise of a judgment informed by experience after 
consideration of various factors which are deemed to be pertinent. Comparisons 
of other rates on the same or similar commodities have played a large part in 
such determinations. Car-mile and ton-mile earnings have afforded a rough 
means of testing the relation of the rates to cost of service. The value of the 
service as reflected by the ability or inability of the traffic to bear relatively 
high rates without adverse effect on its movement and, at times, commercial 
or industrial conditions have been taken into consideration. The carriers 
invariably bring to our attention also any special or unusual services which are 
incident to the movement of the traffic. No formula can be applied to ascertain 
how much weight was given to each one of such factors by the Commission in 
arriving, in the exercise of its judgment, at the final result. (Charges for Pro- 
tective Service to Perishable Freight, 241 I. C. C. 508, 511 (1940).) 

Congress again encountered the problem of providing guidance for 
an administrative agency in enacting the Railway Mail Pay Act of 
1916. There the issue before Congress was the same as the ‘ssue here— 
that is, what statutory provisions are necessary to authorize the es- 
tablishment by an administrative agency of a fair price for the 
transportation of mail for the Government? The following simple 
formula was adopted and I would like to quote it : 

_ The Interstate Commerce Commission is hereby empowered and directed to 
fix and determine from time to time the fair and reasonable rates and compensa- 
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tion for the transportation of such mail matter by railway common carriers and 
the service connected therewith, prescribing the method or methods by weighr, 
or space, or both, or otherwise, for ascertaining such rate or compensation, and 
to publish the same, and orders so made and published shall continue in force 
until changed by the Commission after due notice and hearing. 

The Congress merely told the Interstate Commerce Commission to 
fix fair and reasonable rates for the transportation of mail by rail- 
road, and made no effort to specify in detail how those rates should be 
fixed. Certainly it did not require the Commission to rely solely 
upon cost, and the Commission has not done so. In the Commission's 
1928 decision fixing the mail compensation for rail carriers (Railway 
Mail Pay, 144, I. C. C. 675, 691 (1928)), the Commission refused to 
give conclusive weight to cost studies which had been presented. In 
doing so, it stated: 

In connection with the cost studies under any of the plans for dividing the 
train space, it should be borne in mind that in computations of this character, 
where the direct allocations are relatively small and the great bulk of expeuses 
and investment are necessarily divided, subdivided, apportioned and reappor 
tioned, upon various theories and assumptions, the results cannot be accepted 
as an accurate ascertainment of the costs of service. At best, they are ap 
proximations, to be given such weight as seems proper in view of all the 
circumstances under which they have been obtained, and the theories underly- 
ing the assumptions and the various steps in the computations. 

This position was reaffirmed by the Commission in its railway mail 
pay decision involving a rex woe" of the rates of the Denver & 
Salt Lake Railway (151 I. C. C. 734, 745, 1929). In that case, the 
railroad did not regard the 1098 decision as giving it a fair and rea- 
sonable rate, and petitioned for an increase. After repeating the 
statement, that I have just quoted, the Commission stated : 

In the instant proceeding. we are likewise of the opinion that the results of 
the cost study shonid not be regarded as precise and accurate ascertainments of 
cost. Upon consideration of all the facts of record, however, the increase is 
justified, and the resultant rates are fair and reasonable for the service 
rendered. 

The actual treatment of costs in the Commission’s 1928 d@cision is an 
excellent example of the Commission's refusual to rely too heavily on 
costs, and the unreliability of cost studies generally. That decision is 
50 pages long, and most of those pages are devoted to a rather fruitless 
discussion of four different cost studies which had been prepared, with 
great effort. a4 the consideration of the Commission. Presumably, 
all of them had been put together by competent and conscientious ac- 
countants who did their best to determine and prove the cost of trans- 
porting the mail by railroad. One cost study demonstrated that the 
carriers Were entitled to an increase in mail compensation of 25.2 per- 
cent. Another demonstrated that they were entitled to an increase of 
26 percent. Another demonstrated that they were entitled to an in- 
crease of 7.4 percent. and the final one, de veloped at the last moment 
by the Post Office department showed that the railroads were already 
getting toomuch. The C ommission took all of these cost studies under 
advisement, made the disparaging statement which I have just quoted, 
and decided that upon all the facts of record, the railroads were entitled 
toan increase in mail compensation of 15 percent. It will be noted that 
this 15 pereen t figure does not correspond with the results of any of 
the four cost studies which were before the Commission. 

The most recent mail-pay decision of the Interstate Commerce Com- 
mission confirms once again, both the fallibility of eost studies, and 
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the fact that the Commission does not regard cost as the sole deter- 
mining factor in the fixing of mail rates. In the latest railway mail- 
pay case, the Commission had before it two elaborate cost studies, one 
of which was prepared by the railroads and the other by the Post Office 
Department. In its decision in that case, which was handed down on 
November 13, 1951, the Commission considered at length the bases on 
which the two studies were prepared and the discrepancies between 
them. It noted that the two studies produced a difference in final re- 
sults aggregating 176,000,000, and decided that it should prepare a 
cost study of its own, based upon the two studies presented by the 
opposing interests before it. However, the Commission's views with 
regard to the extent to which rates must be measured by cost are 
summarized in the following quotation : 

Such costs serve only as a starting point in the determination of just and 
reasonable rates. Other factors developed in the record have been given con- 
sideration, such as the trend of wages and prices, the changes in operating 
techniques in the railway industry, the ability of the various segments of the 
passenger-train traffic to produce revenue which will contribute to the overhead 
expenses of the railways, and the influence of competition betwen the railways 
and the highway carriers for mail traffic. All of the above factors have been 
considered in establishing the rates prescribed herein. 

It can safely be said, therefore, that in determining the rates to be 
paid for the carriage of mail by railroad, the Commission is not re- 
quired by statute to tie those rates to cost, nor does it regard cost as 
the sole factor to be considered in fixing rates. On the contrary, the 
Commission has consistently maintained that cost is only one of many 
considerations to be taken into account. 

In 1936, the Congress was faced with a problem identical with the 
one now being considered. Prior to 1936, our merchant marine was 
subsidized through ocean mail contracts. The Congress decided that 
this system should be terminated, the carriers should be paid a fair 
price for the transportation of mail, and any needed subsidies should 
be the subject of separate appropriations. 

The Congress made no effort to prescribe binding and rigid stand- 
ards for establishing compensation for the transportation of mail. 

It turned the problem over to the Postmaster General, with in- 
structions that he make arrangements for the transportation of foreign 
mail and the payment therefor. Since that time, the Postmaster 
General has made such arrangements, and in a very brief order has 
stated that both the American-flag and foreign vessels will receive 
the same rate for the transportation of United States mail. The rates 
are prescribed in the order, and they were not based upon any com- 
plicated studies of the cost of performing the service. Actually, they 
are the rates prescribed by the Universal Postal Union. 

In considering this problem, T have looked into the judicial prin- 
ciples which govern the establishment of just compensation to be paid 
by the Government for property taken. They provide convincing 
evidence that a statutory requirement that rates be tied to cost is 
unsound—they even cast some doubt on its constitutionality. 

As the committee knows, the transportation of mail under statutes 
like the Railway Mail Pay Act and the Civil Aeronauties Act is 
compulsory, and the carrier is therefore guranteed just compensation 
by the fifth amendment of the Constitution. The Supreme Court has 
held that the determination of just compensation is a judicial, and 
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not a legislative, question, and that it is within the province of th 
courts to determine the elements which go to make up a determination 
of just compensation. In one case, Monongahela Navigation Com 
pany v. United States (148 U.S. 312; 37 L. Ed. 463 (1892) ), the Con 
gress had authorized the condemnation of certain privately owned 
locks in the Monongahela River, but had provided that in fixing the 
sum to be paid by the United States the franchise of the corporation 
to collect tolls should not be considered. ‘The Court held this pro 
vision of the statute unconstitutional, and said: 

By this legislation Congress seems to have assumed the right to determine 
what shall be the measure of compensation, but this is a judicial and not a 
legislative question. The legislature may determine what private property is 
needed for public purposes. That is a question of a political and legislative 
character; but when the taking has been ordered, then the question of Compensa- 
tion is judicial. It does not rest with the public taking the property through 
Congress or the legislature, its representative, to say what compensation shall 
be paid, or even what shall be the rule of compensation. 

Moreover, the courts, in passing upon the elements to be considered 
in establishing just compensation, have long held that the determining 
factor in any such case is the value of the property being taken, and 
that the cost of the property is largely irrelevant (United States vy. 
New River Collieries Company, 262 U.S. 341; 67 L. Ed. 1014 (1923) ). 

Thus, if Congress were to enact a requirement that air mail rates 
be tied to cost, it would not only be establishing a rule of compensa- 
tion of the kind referred to in the quotation I have just read, but 
would be adopting a rule diametrically opposed to that long followed 
by the judiciary. 

From all this, it appears that all of the precedents—legislative, ad- 
ministrative, and judicial—counsel against the insertion of such a cost 
provision in the statute. There are also good, practical reasons for 
rejecting such a requirement. 

In the first place, the cost of transporting mail cannot be deter- 
mined with sufficient precision to justify using cost as the sole criterion 
for determining fair compensation. The Interstate Commerce Com- 
mission’s experience in the 1928 case certainly justifies that conclu- 
sion, since the studies before it produced results ranging from a de- 
crease to increases of as much as 26 percent, and the Commission re- 
jected them all. 

Possibly the most conclusive evidence as to the impossibility of de- 
termining airline costs is the Ernst & Ernst report, which was pre- 
pared for the Senate committee. Ernst & Ernst is a highly competent 
public accounting firm, and if anyone were going to assert the in- 
fallibility of cost accounting, presumably it would be the practitioners 
of that profession. Nevertheless, after months of study, they reached 
the conclusion that, because of the high percentage of joint costs in 
the air transport industry, it is impossible to determine accurately 
the cost of transporting any particular class of traffic. And this con- 
clusion was corroborated by two outstanding scholars of national repu- 
tation. I believe that the committee would find the testimony of 
Professors Taggart and Cunningham before the Senate committee 
very revealing on this point. 

A simple illustration will demonstrate the correctness of their con- 
clusion. About 10 percent of an airline’s costs is represented by com- 
pensation to flight crews. The airplane they fly is usually loaded with 
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all classes of traffic—passengers, baggage, express, freight, and mail— 
each occupying a different proportion of the space and weight capacity 
of the airplane. How shall the crew pay be allocated among these 
classes of traffic? Conceivably it could be allocated on the basis of 
the space occupied, but this would give no effect to the weight of the 
traffic. And in an airplane, weight is important. Or it might be 
allocated on the basis of weight (using either the actual weight of each 
passenger and his baggage, or possibly an average weight). But this 
method would give no effect to the space occupied, and, like weight, 
space is important, since passengers can’t be loaded in the cargo bins 
and can’t very well be asked to hold a sack of mail in their laps. A 
third possibility would be to devise a formula which would give ef- 
fect to both space and weight. But whichever method were used, 
would any member of this committee be prepared to say that the por- 
tion of the crew pay allocated to the mail represented the ‘tactual” 
cost of carrying the mail in that airplane? 

If anyone were disposed to answer that question “yes,” let me ask 
one more question. Who pays for the space and weight capacity of 
the airplane that is not occupied on a particular trip? Someone has 
to. The unused capacity might be charged proportionately to the 
various classes of traffic that were carried on that trip, or on that day. 
or during that month. But that method ignores the reason why the 
space was empty. A high proportion of the unused weight and space 
capacity on a particular schedule may result from the fact that the 
Post Office Department ordered the operation of the schedule at that 
time because it was necessary for the transportation of mail, even 
though it was a most inconvenient time for passengers. On the other 
hand, the unused capacity on a particular trip might have no relation 
tothe mail at all. And in connection with this problem, it should be 
remembered that some unused capacity is inevitable. If every trip 
went out fully loaded, it would be pretty conclusive evidence that the 
carrier was not providing adequate service. So how much of the crew 
pay is to be included in the actual cost of providing air mail service / 

Let me introduce just one more complication into the example. 
Crews are paid so much per hour. It costs time and money to make a 
stop on a particular schedule. Many stops on many schedules are 
made solely to load and unload mail. On the other hand, many stops 
are made to accommodate passengers, express, or freight, as well as 
mail, Delays on the ground at those stops, which involve more crew 
pay, Sometimes are attributable to passenger or freight handling, 
and sometimes to the necessity of mail connections. How do you de- 
termine the actual cost of the mail service under these circumstances ? 

I have used flight-crew pay as an example of the difficulty of deter- 
mining the cost of providing service for any class of traflic, whether 
you refer to these costs as actual costs, reasonable and necessary costs, 
or fully distributed costs. Actually, crew compensation is a relatively 
simple problem, compared with other costs which are not so directly 
related to the operation of the airplane. How, for example, do you 
determine the actual cost of the mail service, when you come to such 
costs as the cost of operating the treasury department of an airline, 
the cost of overhauling airplanes or engines, or the cost of maintaining 
a hangar? 

All of these costs can be distributed, of course, but when all that 
work is done, and a figure is written down as the cost of transporting 
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the mail, it cannot be relied upon as reflecting true costs. It must be 
based upon many arbitrary eres wen and when the cost account- 
ant gets through with all his classifying, alloc ating, and distributing 
of millions of dollars in joint expenses, the result is arbitrary too. 

I have a chart, chart No. 1, which tends to illustrate this. This 
illustrates in some detail the problem which is involved in allocating 
airline costs. This is an example of the carrier that has both domes- 
tic and international operations, as do quite a number of the airlines. 
It has a total cost of a little over $28,000,000. 

Then, the chart sets forth the process by which these costs are 
separated. They are separated into indirect expenses and direct 
expenses. The direct expenses recognized immediately involve al- 
most entirely an arbitrary allocation of expenses, because the four 
classes of traffic are riding on the same airplane, which is developing 
these direct expenses. 

In the indirect expenses, in some cases as you will notice in this 
bloe k, it is possible to break out certain direct expenses that you can 
assign to a particular class of traffic, like meal service for passengers, 
for example. But, those direct allocations are very immediately 
vecaginaa as direct allocations, as you notice. 

So that when the direct expenses—the direct expenses of direct al- 
locations are pulled out you find that you must allocate on some arbi- 
trary basis 91.1 percent of all airplane expenses, and what the basis 
would be is a matter of discretion as far as the regulatory agency 
would be concerned, and I would suppose that the rather arbitrary al- 
location formula that was to be applied to any particular class of 
expenses, would have to vary, depending upon the class of expenses. 


So that you would have not one arbitrary allocation formula for! 


breaking these costs up; you would have many. 

Another reason why Congress, the administrative agencies, and the 
courts have never regarded | cost as the sole criterion for determining 
compensation is that other equally important elements must be taken 
into account in arriving at a judgment as to a fair price for property 
or service. Certainly one element which must be considered in price- 
fixing or rate-making is how much the property or service is worth. 
It is inconceivable that a businessman or laborer would price his serv- 
ices at cost and ignore what they are worth. It is the latter which in 
almost all cases governs the price at which the service is sold. 

Those who insist upon adherence to a strict cost standard have re- 
sisted the idea of considering what the mail transportation service is 
worth in fixing rates for it. They say that “value of service” is a 

vague concept which is not subject to exact measurement, and that in 
any event it is inappropriate to employ value-of-service considerations 
in fixing mail rates, since the Government is the only customer. Of 
course value of service is an indefinite concept. No one has ever said it 
was not. But as we have just pointed out, cost is also a pretty vague 
concept. The only difference is that when the accountants get through 
with their allocations, reallocations, and mathematics, they come up 
with a figure which they carry out to five decimal places, and that 
gives the uninformed a comforting and wholly false illusion of pre- 
cision. They think that a figure which has been carried out to that 
many decimal places must be 1 ‘ight, and they forget that another set 
of accountants can come out with an entirely different figure also 
carried out to an equal number of decimal places. As the Interstate 
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Commerce Commission has said, the finding of rates cannot be based 
upon mathematics, but requires the exercise of informed judgment, 
based upon all considerations which are relevant to « determination of 
fair compensation. 

Moreover, there are many specific elements of the mail services 
provided by the airlines which can and must be taken into considera- 
tion im fixing fair compensation, and for which some evidence of value 
can be produced. One of the measures of the value of the service is the 
amount of money the user is willing to pay for the service. We know 
that a vast number of people in this country are willing to pay at the 
rate of 12 cents an ounce, on the average, to get their mail hauled by 
air. This is in the neighborhood of $8.30 a ton-mile. A passenger is 
willing to pay about 57 cents a ton-mile, on the average, and a shipper 
about 20 cents a ton-mile. These comparisons indicate that, at least 
as far as the public is concerned, air service is a premium service for 
which it is willing to pay a premium price. It would be unfair to the 
transporters of the mail to ignore this element in fixing their trans- 
portation rate. 

Another mark of special value in the air-mail service is the priority 
which mail enjoys. The Board has stated that since it could not 
determine the cost of this priority to the airlines, this element should 
be ignored. The Board had apparently failed to seek any evidence 
of cost for such evidence is available. For example, one of the Big 
Four carriers reports that during the vears 1948 and 1949, it blocked 
out a total of 33,041,823 seat-miles which, at its average passenger 
yield, represented a potential loss in passenger revenue of $1,898,523. 
Another major trunk line reports that the seat miles it blocked out for 
mail during the years 1947, 1948 and 1949, totaled 28,032,010, or a 
potential loss of passenger revenue of $1,625,000. Certainly under 
present, conditions, when mail loads are heavy and passenger space 
is at a premium, the actual revenue loss resulting from the blocking- 
out of seats for mail is a substantial “cost” of the air mail service 
which should be recognized. 

But even if the cost cannot be determined, there is no reason for 
ignoring this element of airline mail service, for it undoubtedly in- 
volves some cost and is of great value to the Postmaster General and 
the mail user. One of the reasons the user is willing to pay $3.30 a 
ton-mile for moving his mail is because he knows he is buying a pre- 
mium service; that his letter will not be left sitting on the ground. 
The Board should seek to appraise this valuable service by consider- 
ing commercial price differentials established for this purpose. Evi- 
dence would be available. The differential between express and freight 
is just about 100 percent with freight taking an average rate of 20 cents 
and express about 38 cents and in that case it should be noted that ex- 
press has priority over freight. Not long ago the airlines negotiated 
general arrangements with numerous line haul truckers throughout 
the United States for a joint truck-airline service. The parties to these 
discussions agreed that the trucker should offer expedited service 
to the junction point in order to contribute as much as possible to the 
speed of air traffic. A price differential was established by which all 
truck traffic destined to move by air would take the first-class rate, 
no matter what its normal rating. Thus, businessmen place a value on 
premium service. There is no reason why an expert administrative 
agency should find itself incapable of doing so. 
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The Postmaster General has the right to fix and determine airline 
schedules. A large shipper would certainly be willing to pay well for 
this privilege, since it would provide him with his own private air 
transport system. If he found that the schedules of the airlines |e 
wished to use did not quite conform to his shipping schedules, |e 
would order an additional schedule or a change in the existing ones 
This is the power the Postmaster General has, and there is no reason 
why this valuable adjunct to the postal service should not be reflected 
in the compensation received by the carriers. 

Another measure of value is revealed by comparison with the prices 
charged by other forms of transportation for the same service. Tlx 
railroads get in the neighborhood of 27 cents a ton-mile for carrying 
first-class mail. The airlines carry the mail, on the average, five time- 
as fast. The steamship companies get in the neighborhood of 171, 
cents per ton-mile for transporting mail, probably at an average o| 
about 10 miles an hour. The airlines perform the same service thirty 
times as fast. Certainly these service differentials should not be ig 
nored in fixing the compensation that the airline is to receive. 

Thus competent evidence of the worth of the mail service can be 

roduced—evidence which should not, in all fairness, be cavalierly re 
jected or ignored. If equity is to be done for the airlines in this legis 
lation, they should be permitted to bring this evidence to the atten 
tion of the CAB and not be foreclosed before the case has even been 
heard. 

REVISION OF THE SYSTEM OF ACCOUNTS 


As part of the scheme to require mail rates to be tide to cost, several! 
of the bills before the committee contain another unprecedented pro 
vision which would turn subsidy separation into an administrative 
nightmare. This provision would require the Board to revise the 
uniform system of accounts so that the carriers would have to allocate 
all of the revenues and expenses among the various classes of traffic. 

The bookkeeping burden which is now imposed upon air carriers is 
already heavy and expensive. The Civil Aeronautics Board has the 
power to require the carriers to keep their books in the fashion desired 
by the Board. This is done by the issuance of a so-called chart of ac 
counts, which is a book about an inch thick, indicating in detail how 
the bookkeeping system is to be set up and how the entries are to be 
made in it. In addition, the carriers maintain records for the Post 
Office Department, in order that that agency may keep track of the 
movement of mail and the payments for the transportation of it. Like 
wise, they maintain detailed records, at the insistence of the Civil 
Aeronauticas Administration, relating to all the operations of the 
air carrier. I would like to know how much the airlines spend keep 
ing all these records and making all these reports—expenditures 
which they must pass on to the passenger, the shipper, and the Gov 
ernment—but I have been very reluctant to ask the airlines to produce 
these data, since this would require additional paper work and 
expense. 

A group of expert airline accountants has made a very careful study 
of the effects of the accounting provisions in these bills and the cost 
of carrying them out. They have found that the requirement that al! 
expenses be allocated to the various classes of traflie would increase 
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the number of bookkeeping by entries from 40 to 15,000 times, de- 
pending upon the character of the particular expense. 

They have prepared four charts to demonstrate what this allocation 
requirement would mean. ‘The first chart is designed to show the 
initial step in the process of expense allocation as required by these 
bills. The figures of a large carrier having both domestic and inter- 
national operations are used. This chart does not show the allocation 
of expense, but merely the determination of how much expense can be 
directly attributed to any particular class of traffic and the portion 
of the expense which must be allocated. As you can see, the chart 
shows that after sorting out the expense directly assignable to one 
class of traflic, the balance, or 91.1 percent of all expenses, must be 
allocated by some arbitrary formula among the various classes of 
traflic; only 8.9 percent can be charged directly to specific classes. 

The chart No, 2 shows how the carrier would be required to handle 
this 91 percent of his expenses. The portion of this chart outlined 
in black consists of the present accounts which are common to both 
the carrier’s current accounting system and the one prescribed by the 
Civil Aeronautics Board. The entries to the left of this black section 
are maintained by the carrier for cost-control purposes. 

The first two columns to the right of the black-bordered center sec- 
tion are the additional accounts presently required by the Civil Aero- 
nautics Board. The final two columns are the new entries which would 
be required if these bills were adopted. The expense considered in 
this oluiee is a general service, such as a thousand-dollar expense for 
the Brink’s Express Truck Service, for moving the carrier’s cash and 
securities around in the various towns that he serves. 

You will notice that the first thing that must be done, of course, is 
to pay the expenses and then you divide it up among the various cities. 
This one was chosen as Kansas City. You allocate the portion to 
Kansas City. Since Kansas City is on both the domestic and inter- 
national division of the particular carrier concerned, you divide the 
charge between the international division and the domestic division. 

Then, since it is a general expense attributable to the most of the op- 
erations of the carrier, you assign it to one of these six accounts which 
are set forth here | indicating on chart]. Now, that we do now. That 
is the process which must be gone through with each expense under the 
Civil Aeronautics Board present system of accounting. 

The new operations that would be required would be the separation 
of each one of these entries into an allocation to local ground expense ; 
system flight expense, and system ground expense. 

Then, you take each one of those items and divide it up on some ar- 
bitrary formula between passenger, mail, freight, and expense. 

The expert accountants which examined this matter have reported 
that what started out as a payment to Brink’s Express Truck Service, 
a Nation-wide concern, would under normally and presently pre- 
seribed accounting procedures, be entered 1,920 times, and with this 
legislation that would be built up to something over 15,000; an in- 
crease of 717 percent in the entries required. 

Mr. O'Hara. Before you get away from that, have you any estimate 
as to what the cost would be to the airlines ? 

Mr. Trrron, I am going to reach that in just a moment, Mr. O'Hara. 
We have some estimates which we think are reasonably accurate. 
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Now, this chart illustrates the allocation under existing regulation: 
and the proposed legislation of the compensation for p:lots and co 
pilots. hein the center section shows the accounts which are com. 
mon to the carrier and the Civil Aeronautics Board’s chart of accounts. 
The three columns to the left are kept by the carrier for cost-contro| 
purposes. The two columns to the right of the black-bordered area 
are now required by the Civil Aeronautics Board. You will note that 
a pilot’s pay is first broken down by type of equipment. ‘This is being 
done now. The pilot might have worked on one or more types of air 
craft during the period and thus his pay would be broken up between 
those types. Then, it is divided up among the functional accounts, 
such as flying operations. Then it must be divided between the 
domestic division and the international division, and then it must be 
allocated on some arbitrary formula between passengers, mail, and 
freighted express and entry is made there. 

This particular chart does not involve such an elaborate increase in 
the amount of accounting, because under our present scheme the entry 
would be made this 8 times, or 16 times, and that would only be in- 
creased by 275 percent up to 60, 

Mr. Hate. Mr. Tipton, have you got any small copies of that chart ? 
The charts you are showing do not appear very clearly from here. We 
cannot see those figures. 

Mr. Tipton. Yes; the smaller copies I have are printed in the Senate 
committee's hearings. 

Mr. Reece. Mr. Tipton, the last two columns on the right, those 
would be entries under the proposed legislation ¢ 

Mr. Tirrox. That is right. 

In this chart, it isthe final column. That is increase in bookkeeping 
above what we presently do. This is what we do now [ indicating}. 
We go through these maneuvers and we are required to make these 
entries 16 times. Under the new legislation it would require these 
additional entries in the last column, which would build that up to 60 
times, 

Mr. Hale, we are getting a copy of that chart for you. 

The last chart deals with an expenditure for the handling of trash 
in Boston. A check for 3425 was given to the man who hauled the 
trash. Under this proposed legislation, that inoffensive routine pay- 
ment would be pulled and hauled, divided, subdivided, allocated, re- 
allocated, and distributed until it would be completely unrecognizable. 
As is shown on the chart, this expense is first divided between the 
domestic and international divisions. It is then divided by function. 
It is further divided for purposes of allocation into local ground, 
system flight, and system ground expenses. It is then allocated on 
some arbitrary basis as between passengers, mail, freight, and express. 
A 500-percent increase in the number of entries weuld be required 
by this legislation. I do not have any expert evidence on this, but I 
would guess with this additional allocation that the carrier, particu- 
larly the carrier concerned there would spend more money in keeping 
books on this 425 than the $425 itself. 

Now, to get to Mr. O°Hara’s question as to the cost, the accountants 
who studied this problem have also given us their estimates of how 
much it would cost the carriers to put this proposed bookkeeping Sys- 
tem into effect. It is only necessary to look at these charts and give 
a moment's thought to the additional paper work required to visualize 
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the hundreds of additional bookkeepers that would have to be hired 
by the air transport industry to keep the books of account on this new 
basis. In the best judgment of the accounting experts, the installation 
of the new system would cost the industry approximately $ 3,000,000, 
and the cost of maintaining it would be another $8,860,000 annually. 

Now, actually I think that they have probably understated what the 
expense of installation of the system will be, because in making their 
estimates, | found out later they had proceeded on the assumption that 
they, the accountants of the carriers, were going to be permitted to 
work out their own allocation formulas. Instead, of course, the Civil 
Aeronautics Board will work out the allocation formulas on which this 
bookkeeping system will be based, and it will be necessary for the 
carriers to make very elaborate studies, probably participate in hear- 
ings and other proceedings before the aoa will ever be able to set 
those allocation formulas. 

I have no idea how much that particular yet of the process would 
cost. 1 would guess it would be in the neighborhood of half a million 
dollars anyway, before we worked out all of the allocation formulas 
to put this bookkeeping process into effect. 

I think this explains fully why this particular provision is absolutely 
unprecedented in either Federal law or administrative practice. The 
Interstate Commerce Commission has been in the business of making 
mail rates for railroads for 35 years, and has never considered it e sither 
necessary or feasible to require this kind of a cost distribution, though 
it has always had the power to do so. The Post Office Department and 
the Maritime Commission have never required any such thing as this 
for the overseas merchant marine, which also carries mail. It also 
explains why this committee, after reporting legislation with this pro- 
vision in it during the last Congress, reconsidered the matter while 
the legislation was on the floor, and struck the provision out. The Civil 
Aeronautics Board has re jected the provision as too impracticable and 
unduly burdensome. The Secretary of Commerce lias recommended 
that this provision not be adopted. 

And probably the most effective point I can make in opposition to 
this particular provision is that before the Senate committee, the rep- 
resentatives of the Association of American Railroads came before the 
committee and recommended that this provision be stricken from the 
bill. That was then pending in the Senate, and when the railroads 
come forward and make a suggestion which is designed to help the air- 
lines, you can be sure that they were very firm in their opinion before 
they came forward and did so. 

The burden and expense of doing all this bookkeeping is not the 
sole reason for not requiring it. The information developed would be 
useless. As Ernst & Ernst said in their report to the Senate com- 
niittee, the cost figures which finally came out at the end of this Rube 
(roldberg operation would not represent the cost of performing the 
service. They would be just a lot of numbers. They would have no 
validity, and they would have no real usefulness in rate cases, for, as 
this committee pointed out during the last Congress, all of the figures 
and all of the procedures by whic hh the ‘vy were arrived at would be sub- 
ject to reexamination in such cases. 

For the two reasons discussed, we strongly recommend to the com- 
mittee that. the requirement that mail rates be tied to cost, and the 
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related provision requiring an elaborate revision of the system 94 
accounts, both be rejected. 
S. 436 


I should like to turn now to a consideration of S. 436. As I indicate: 
earlier, this bill, in our judgment, comes closer than any of the ot}: 
10 pending before the committee to satisfying the standards which we 
believe a subsidy separation bill should meet. However, as I al-o 
indicated, the bill is not, in our opinion, entirely satisfactory in its 
present form. I should like, therefore, to discuss briefly the change. 
which we believe should be made in the bill insofar as it relates to sub- 
sidy separation in domestic operations. 

1. Section 406 (a) (2) of the Civil Aeronautics Act, as amended }\ 
section 2 of the bill, contains the requirement that—and I will para 
phrase it“the rates * * * (of mail compensation to be fixed by the 
Civil Aeronautics Board) shall be based upon the experienced costs for 
mail transportation services rendered and upon projected costs for 
such services to be rendered, under honest. economical, and efficient 
management, fairly assigned and apportioned to such mail services, 
including a fair return on that portion of the total investment which 
is used and useful in such mail services.” As the committee has un- 
doubtedly gathered already, we object strenuously to any provision 
which ties the rates of air-mai!l compensation directly to costs. T have 
already taken enough of the committee’s time in expressing our views 
on such a provision. I wish to point out here only that the sentence 
which I have just quoted, and which appears on page 4 of the printed 
bill, lines 5 through 12, should be stricken from S. 436. 

2. Section 406 (g) (4) of the Civil Aeronautics Act, as amended 
by the bill, would authorize the Board to enter into contracts for the 
payment of subsidies to those carriers who were found to require it. 
That provision is made effective after June 30, 1953. 

The subsidy-contract provision was rewritten on the floor of the 
Senate. As reported out by the Senate committee, the provision ap- 
plied only to carriers engaged in international air transportation. By 
amendments offered on the floor, the Senate expanded the provision so 
that it would apply also to the local-service carriers. 

This was a very wise extension of the subsidy-contract provision. 
The local service carriers face a number of problems which would be 
seriously aggravated if they were to be dependent upon annual appro 
priations for subsidy payments. Planning by the airline management 
itself would, of necessity, be put on a year-to-year basis. Equipment 
programs, service improvements, the recruitment of personnel, and 
other vital decisions to be made by the carriers’ managements would 
be seriously hampered by knowledge that their decisions would be 
limited to the current fiscal vear. 

The problem of obtaining financing—a problem which has alread) 
proved to be a serious one for the local-service carriers—would become 
virtually insoluble. The construction and improvement of airport 
facilities at the communities served by these carriers would very likely 
be slowed down or stopped by the knowledge that the facilities might 
not be used beyond the end of the current fiscal vear. 

Similarly, the provision of airway facilities for the use of these 
carriers would be retarded. All in all, the uncertainty and instability 
which would face the local-service carriers as a result of being placed 
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on a year-to-year basis would, without any question, seriously hamper 
the development of those carriers and of the service which they are 
able to provide the public. By the same token, their progress toward 
self-suficiency would be retarded, if not completely halted. A 3-year 
contract covering their subsidy requirements would certainly help to 
lessen these dangers. 

In June 30, 1953, effective date for the subsidy-contract provision 
was, of course, proper as long as the provision applied only to inter- 
national carriers, since the other provisions of the bill covering sub- 
sidy separation for international carriers were to become effective on 
that date. When the contract provision was expanded to apply to 
local-service carriers also, the effective date was inadvertently over- 
looked and became applicable to them too. That, of course, should 
be corrected. The other previsions of the bill relating to subsidy 
separation domestically were made effective June 30, 1952. As the bill 
stands now, therefore, there would be a gap of 1 year between the 
time when subsidy separation becomes applicable to the local-service 
carriers and the date on which the subsidy-contract provision would 
become effective I feel sure that that result was not intended. 

Inasmuch as the subsidy separation provisions applicable to the 
international carriers could not become effective until June 30, 195a, 
under other provisions of the bill, and since subsidy contracts could 
not be entered into until the subsidy has been determined, the error 
can be corrected simply by striking out the words “Effective after 
June 30, 1953,” in line 6, page 12, of the printed bill. 

I would like to depart from my statement a moment and expand 
on that problem, because it is a tremendously serious one. Under 
this legislation, as the committee knows, the bill provides that the 
carrier which is entitled to subsidy can apply for a subsidy contract 
in which the Government enters into a contract with him to pay him 
the determined subsidy for a period of 3 years. The bill also pro- 
vides that if he makes anything over 10 percent on his investment, 
under that contract, the Government takes back half of it, up to a 
total amount of the subsidy ‘he was paid. 

Now, the reason for that is to permit the local service carrier to 
plan for 3 years in advance, because if we have annual appropriations, 
ihe carrier, the local service-carrier particularly who is really wholly 
dependent on day-to-day continuation in the business for some sub- 
idyv from the Government, that carrier is not going to know whether 
lie is going to continue in business after July 1 of the next fiscal year. 
His backers, his airport operators, and others, are going to ask him, 
“What assurance can you give me that your subsidy will be appro- 
priated for you this year?” And he would have to say that he could 
not give them any assurance, 

Now, these local-service carriers have this problem of financing any- 
way. It has been hard for them. They have managed over the 
period since the war in collecting together under the existing law 
(he capitalization of about $35,000,000, which is on an average about 
82,000,000 for each carrier. 

Now, if they are to go forward and develop as they should and as 
(hey must, they are going to have to borrow, during the next 5 years, 
twice that amount. 

They have got one problem that this committee is familiar with and 
that is the need for a more modern airplane. 
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Now, if they must go on and operate on a year-to-year basis, 1 do 
not see how they can borrow that money. I do not ‘think they ¢ 
borrow that money. Yet, that is where it will have to come ieee, 
because as this committee knows—you decided this—the airline indus- 
try, though it was to have some operating subsidy, was to finance it- 
self through private sources. That is the course the industry has 
followed and has followed it successfully. That is what the feeder 
lines want to do—the local service lines—but subsidy separation, which 
the local service lines do not object to, will do them real damage 
unless it is accompanied by this contract. 

Now, the problem I was raising here is the purely technical one 
under S. 436, because S. 436 provides something that we think is essen 
tial. The only problem under that is it requires a miner amendment 
to make sure that the Board’s authority to give the local service atr- 
lines a contract takes effect at the same time the subsidy separation 
takes effect. 

At the present time, because of a mistake which happened in the 
Senate, ania separation for the local service carrier becomes effec- 
tive under that bill on July 1, 1952; but it cannot get a contract until 
July 1, 1953. Our only recommendation is, first, you maintain this 
contract as a very important provision and, second, that you make the 
minor amendment necessary to have the contract authority to become 
effective at the same time the rest of the bill does. 

Mr. O'Hara. Mr. Tipton, what you say there applies to the so-called 
feeder lines particularly ¢ 

Mr. Tipron. It applies to any air carrier who is getting a subsidy. 

The urgency of it is more applicable to the local service lines, be- 
cause when they started in business and when they received their 
certificate, it was recognized that some subsidy would be required to 
provide service to these small communities, these small carriers. 

One other problem should be mentioned before leaving this bill, 
although I am not sure that it requires any change in the bill. Under 
the bill—and when I say “the bill” here I am referring to S. 436—rates 
of mail compensation are established for each of the five classes of 
domestic carriers and the Board is directed to place each of the car 
riers in one of the five classes. 

At the time the bill was under consideration by the Senate com 
mittee, we opposed the inclusion of specific rates or maximum rates in 
legislation on this subject. We set forth at length the reasons for our 
belief that the fixing of specific or maximum rates by statute is un- 
sound. We still feel that statutory rate-fixing is wrong in principle 
and involves the legislative committee in a type of activity which they 
are not equipped to handle, along with all of the more important pub- 
lic business which comes before them. 

Perhaps with some deference to our views, the Senate committee 
modified the bill so that the statutory rates are purely interim rates. 
They are to be applied only until revised by the Civil Aeronautics 
Board, and the Board is authorized, in appropriate cases, to revise 
the rates back to the time they became effective. Under the bill as it 
now stands, therefore, the statutory rates are purely tentative and 
subject to revision, unless they are acceptable to the Board, the Post- 
master General, and the carriers to whom they are applied. With 
those safeguards attached, we are not disposed to debate the subject 


further, even though we still feel that Congress should not occupy 
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its time hearing rate cases—and certainly should not undertake to fix 
publie-utility rates without hearing rate cases. 

The committee is no doubt aware after Mr. Nyrop’s testimony of 
yesterday, if not before, that after S. 436 was passed by the Senate, the 
Civil Aeronautics Board released a study on the administrative sep- 

cation of subsidy from total mail payments to domestic air carriers. 

The Board concluded that the carriers should be divided into seven 
classes. instead of the five specified in S. 436, and proposed rates for 
each class which, with two exceptions, do not correspond with the 
rates contained in S. 436. 

The Board’s study was, of course, completely ex parte. The car- 
riers Were given no opportunity to submit evidence or arguments to 
the Board, nor were they given any opportunity to comment upon 
the Board’s conclusions before they were published. The study was, 
therefore, a strictly internal matter as far as the Board was concerned, 
and its conclusions stand on quite a different footing than would the 
conclusions reached in a normal rate proceeding. 

The carriers, of course, believe, and urged before the Senate com- 
mittee, that the problem of fixing mail rates is one which Congress 
should leave to the Civil Aeronautics Board, and which should be 
handled under normal rate-making procedure. We are not, how- 
ever, in a position to recommend to the committee that it accept 
blindly the classification and scale of rates contained in the Board’s 
study, in substitution for those adopted by the Senate, nor are we 
prepared to recommend that this committee devote its time to a de- 
tailed analysis of the factors which would have to be studied in order 
to determine which rate scale should be adopted. As I mentioned 
earlier, it does not appear to us to be particularly material which 
rate scale is contained in the bill as long as the bill authorizes the 
Board to revise those rates back to the beginning in »ppropriate rate 
cases. We do believe, however, that if rates are going to be established 
by the bill, the rates should have only a tentative status as the Senate 
bill now provides. 

I should say at that point that that was the procedure which was 
used by Congress at the time the Railway Mail Pay Act was enacted. 


CONCLUSION 


I have taken a great deal of the committee's time, and I realize 
that I still have not touched upon many of the provisions of the bills 
pending before the committee and many of the issues which may be 
raised by other witnesses in these hearings. I shall be very happy 
to attempt to answer any questions which the committee may have 
concerning, either points that T have raised, or points upon which 
I have not touched. If the committee is interested in knowing our 
views on any of the provisions that IT have not discussed, I shall be 
very glad to make them known. As the matter stands, however, 
our study of this problem has led us to the conclusion that S. 456, 
with the changes we have recommended, would accomplish the ob- 
jective of subsidy separation which everyone, including the airlines, 
favors without the m: univ undesirable consequences whic h would result 
from the other bills. 

That concludes my statement, Mr. Chairman. 
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The CHarrman. Mr. Mahoney, I understand that you have wii), 
you three distinguished officials of the German posta] system. \\ » 
would like to have you introduce them. They are here under the 
auspices of the Mutual Security Agency’s technical assistance pro 
gram and I am sure that the committee would like to have them pr 
sented to the committee. 

Mr. Maroney. Dr. Hans Jakob, adviser, Legal Department, Mi: 
istry of Posts and Telecommunications; Dr. Bernhard Henricus 
Petersen, adviser, General Post Office; and Dr. Freidrich-Wilheli 
Otto, adviser, Ministry for Postal and Signal Affairs. 

The Cnatrman. We are glad to have you here. We would like t. 
be of some assistance and we will be glad to have you stay on throug! 
the hearings, gentlemen. 

Mr. Mahoney, you might explain just what the duties of the- 
gentlemen are. 

Mr. Manoney. Mr. Jakob is adviser, Legal Department, Ministry 
of Posts and Telecommuniactions; Dr. Petersen is adviser, Genera! 
Post Office; and Dr. Otto is adviser, Ministry for Postal and Signa! 
Affairs. 

The Cuaimman. Thank vou, gentlemen 

Dr. Jaxon. Thank you, Mr. Chairman. 

The Cuairman. Now, are there any questions of the witness / 

Mr. Hesevron. I would like to ask a few, but our colleague, M) 
Kennedy is present and I understand that he would like to make a 
short statement. 

Mr. Kennepy. I am not in any hurry, Mr. Chairman. I have a 
short statement to make, but I can wait until such time as the com 
mittee desires to hear me. 

The CHamman. Then, we will hear you, Mr. Kennedy. 

Mr. Hesexron. Mr. Tipton. the thorough statement you have give 
here I think boils down, as I analyze it, to certain major points. One 
is that you object to requiring the rates be fixed by the CAB. 

Second your objection is to the revision of the system of accounts to 
allocate revenues and expenses among the various classes of traffic, as 
being impracticable and not in accordance with current practices. 

Then you advocate an amendment to S. 436 to take care of the tying 
in the costs. 

You have indicated that contract revision should run from June 30), 
1952, rather than 1953, and you have further indicated that althoug! 
the association is against that provision, they would not be too much 
against the Senate provision of the higher classification, of expanded 
classes, if the CAB now undertakes it. 

In connection with the over-all proposition may I say this for the 
record: I am very glad you made the point so effectively that all facts 
are in; that we do not need any more facts, to make a final determina 
tion. 

In that connection, of course, the position you have taken in genera! 
here this morning is in contradiction to the position taken by the 
Senate committee as effectively outlined in its report and in contradic 
tion of the position prev iously taken by this committee as outlined in 
our report in the Eightieth Congress. That is a fact, is it not? And 
on these various features, they have been presented to both com 
mittees and have been rejected. 
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Mr. Treron. On the cost matter, my position is contrary to the posi- 
tion taken by the Senate committee and on the system of accounts 
proposal, both this committee and the Senate committee agreed with 
our position and struck those accounting provisions out. 

Mr. Hesevron. Well, I think I am right in saying that, as I recall it, 
Mr. Beckworth introduced an amendment which did take that out of 
H. R. 9184, but expressed the view and the hope at the same time on 
behalf of the committee that in developing this CAB would apply 
those cost standards. 

Is the American Airlines a member of the ATA? 

Mr. Tirron. The American Airlines; yes, sir. 

Mr. Hesevron. Mr. C. R. Smith, who was then president, had this 
tosay, Which I certainly want in the record right after your statement. 
On May 12, 1949, in testifying before the Senate committee he stated 
that he was wholeheartedly in favor of separation and added: 

The system or merging service mail rates with subsidy payments is confusing, 
discouraging, and unfair to those air carriers, which seek to keep their operations 
on service rate basis and free from subsidy. In addition, it is poor accounting, 
depriving you of accurate knowledge of how the money you provide is being 
spent and the purpose for which it is being expended. 

It seems to me that Mr. Smith at that time took the position which is 
supported by an overwhelming number of organizations of people who 
have interested themselves ir this problem of how we are going to 
settle it. 

You agree in principle that separation should be undertaken. You 
come back to the question of how, and you give a sort of half-hearted 
endorsement to S. 436 as perhaps being inevitable, and may I say, 
seek to water it down some. 

I would like to have you give us a little more information on one 
or two points you made. 

You said that some accountants had advised you that to set up this 
system of accounts would cost what ¢ 

Mr. Tipron. It would cost $3,000,000 to set it up. 

Mr. Hesevron. And that it would cost what thereafter ¢ 

Mr. Treron. $8,000,000. 

Mr. Hesevron. To initiate it / 

Mr. Tipron. No, the $8,000,000 is to maintain it. 

Mr. Heseiron. What is the present cost for maintaining the ac- 
counting system of the airlines ? 

Mr. Treron. I do not know. 

Mr. Hesevron. Do you intend to say that it would be $8,000,000 
and $3,000,000 over the present cost? — 

Mr. Turron. That is the additional amount. 

Mr. Heseron. And $8,000,000 over the present cost / 

Mr. Treron. That is right. 

Mr. Hesevron. How can you reach any figure at all on that basis 
without knowing what the present base is ¢ 

Mr. Treron. I have the full report on that which I do not have 
with me, which gives the figures which support the $3,000,000 and the 
*5,000,000 figures. I can and will be glad to bring that up and put it 
in the record at this time and would like to do so, because I think it 
is perfectly appropriate in raising that question, and the detailed 
computations which went in behind it should be here and I will 
uring them here. I am ashamed of myself for pot having them with 
mie, 
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Mr. Hesenton. Is it very long; will it take up much space? 

Mr. Trrron. No: it is a three-page report. 

Mr. Hesetron. I think, Mr. Chairman, it would be useful to have i 
in the record. 

Mr. Treron. I would make that request, as a matter of fact, that that 
go into the record at this point. 

Mr. Heserron. Yes. 

The Cuarrman. All right. 

Mr. Tirron. Because it is necessary and supporting information. 

The CoarMan. Without objection it is so ordered. 

(The matter referred to follows :) 

Aprit 8, 1952 
Memorandum to: 8. G. Tipton. 
From: E. F. Kelly, Executive Secretary, Airline Finance and Accounting 
Conference. 

You have asked for a statement which would indicate the additional cost that 
would be incurred by the airlines if they were required to maintain books of 
account in such manner as to reflect costs by type of service rendered. A sum- 
mary of the conclusions reached by a subcommittee’ composed of industry 
representatives, thoroughly recognized in the field of airline accounting as being 
eminently qualified to prepare such a statement, follows: Domestic, $5,700,000; 
international, $3,200,000. 

These figures were arrived at as follows: 





Domestic International 
Industry treasury and accounting salaries based on CAB Form 41 Report, | 
Sept. 30, 1950 re ES ER Boeke, ap _...-| $6, 900,000 $3, 200, 000 
| —— 
Allowance for salary adjustments, 10 percent 690, 000 320, 000 
Estimated employee benefits, 10 percent 759, 000 | 352, 000 
Estimated overhead, 40 percent Ae 3, 036, 000 | 1, 408, 000 
J ; | 
Potal ee ee Ee a re : eearet. 4, 485, 000 | 2, O80, G00 
Total 4 ead pe P ~ 11, 385, 000 5, 280, 000 


Deduct revenue accounting costs 


Domestic, 50 percent 5, 683, 000 


International, 40 percent 27m = ‘ 2, 112, 000 
Net general accounting costs oo . 5. 692, 000 3, 168, 000 
Estimated increase in general accounting costs, 100 percent 5, 692, 000 3, 168, 000 


From the tabulation it is apparent that, in the opinion of the subcommittee, 
accounting costs would double if airlines were required to maintain cost records 
by type of service rendered. In support of this conelusion your attention is 
invited to the fact that such legislation would require a fourfold increase, from 
approximately 200 to S00, in the number of expense-account classifications an 
airline would be required to maintain: i. e., sufficient accounts to subclassify 
the present etpense classifications by types of services being rendered, passenger, 
freight, express, and mail. 

This increase in the number of expense accounts would not, of itself, quadruple 
the actual airline accounting workload. It would, however, drastically increase 
the qualitative requirements involved in the proper selection of accounting 
classifications, which requirements are the most difficult to comply with. In 
other words, a farmer can get thousands of good apple pickers to one good 
apple sorter. 

Actually, the impact of such legislation would differ with each type of expense 
The tables which were prepared by the subcommittee and presented by you to 
the Senate Interstate and Foreign Commerce Committee in July 1951 were 
designed to set forth in precise manner the increase in the number of entries 
(units of workload) which such legislation would impose: Salaries of pilots 

1 Subcommittee members: UAL, J. A. Tockstein: BNF. O. W. Crane: CAP, S. B. 
Goldthorpe ; DAL, T. G. Cole. 
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and copilots, 275 percent; other service expenses, 717 percent; airport station 
expense, 550 percent. 

Measuring the workload from both the qualitative and quantitative view- 
points it is apparent that the subcommittee’s estimate that airline accounting 
expenses would increase by 100 percent if the proposed legislation were enacted 
represents a conservative estimate. 

EF. F. Ketry, 
Executive Secretary. 

Mr. O'Hara. Mr. Tipton, was the $8,000,000 an annual cost 

Mr. Tieron. That is an annual cost: that is right. 

Mr. Hate. In addition to the present costs ¢ 

Mr. Treron. In addition to what the system costs us now. 

Mr. Hesevron. In addition to the $3,000,000 you speak of ? 

Mr. Tieton. And in addition to that. 

Mr. Hesevron. I think you did say, did you not, at the conclusion of 
your statement, in terms of what the Senate did anyway and in what 

vou criticize as legislative rate-making, that Congress itself did much 
the same sort of thing when it passed the Railw: ay Mail Pay Act of 
1916, 

Mr. Trrron. 1916. 

Mr. Hesevron. Then, they did that by virtue of the fact that they 
had to make a start and then they also provided that the Interstate 
Commerce Commission should go right ahead with revisions up or 
down. 

In connection with your comment on the contract provision, do you 
not also agree if there is any contract provision, provision should also 
be made that the CAB can either move the rate up or pull it down in 
order to avoid undue hardship on one side to a carrier or undue enrich- 
ment on the other side, possibly ¢ 

Mr. Treron. That suggestion was made in Mr. Nyrop’s testimony 
yesterday. Ihave not had an opportunity to determine what the air- 
lines’ position on that suggestion is. I can give only a personal re- 
action on it which is this: That if the contract is to be effective for its 
purpose; that is, if it is to lend stability to the airlines concerned, it 
should be firm. The public is protected by the provision as it is in 
the Merchant Marine Act for the recapture of profits made over 10 
percent on investment. My own opinion would be to leave the Senate 
bill in that respect just as it is. 

I would propose to inquire of the carriers what their position is 
with respect to Mr. Nyrop’s proposal and report that to the committee 
ina few days. 

Mr. Hesevron. I do want to try to express my doubt as to the sound- 
ness of your position in terms of actualities. 

In the first place, the Big 4 rate case was accepted by the carriers. 
They accepted 45 cents a ton-mile rate; is that right 

Mr. Treron. That is right. 

Mr. Hesevron. Did they y accept that after it was announced, or did 
the ‘Vac cept it ine onferenc e, agree to it in conference / 

Mr. Trevon. That was a settlement reached by the CAB, the Post 
Office Department, and the four air carriers concerned. The case was 
not contmued to its conclusion through all of the administrative pro- 
ceedings that they usually go through. They followed the same prac- 
tice there as the railroads and the Post Office Department, and the 
Interstate Commerce Commission did in that earlier railway mail 
pay case. 
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Mr. Hesevron. Then it was a case of not accepting a decision, | 11 
a case of working out the results; is that right ? 

Mr. Tipton. That is right. 

Mr. Hesevtron. That applies only on the domestic side of those 
carriers ¢ 

Mr. Tipton. That is correct. 

Mr. Hesevtron. But, in fact, those carriers carry a very substantia! 
portion of the domestic mail, do they not ¢ 

Mr. Tirron. A very substantial portion; in the neighborhood of 
70 percent. 

Mr. Hesevton. Then, the CAB on September 19, 1951, made this 
report to which you referred briefly that covered the entire picture 
of the domestic field, with exception of two helicopter lines; is that 
correct ¢ 

Mr. Trpron. That is correct. 

Mr. Hesevton. So that you have practically 100-percent separatio, 
actually in effect today on the domestic side ? 

Mr. Tieron. As far as—let me answer that a little bit at length, 
Mr. Heselton, because there isa problem with respect to it. 

As of right at this monent, we have separation with respect to 
the following carriers. 

You have the < Four, which is American, United, TWA, and 
Eastern, as well as National, Delta, Western, and Capital. Those eight 
airlines have subsidy separation in that they are paid a service rate 
and receive no subsidy. 

Now, with respect to the other airlines covered in the Board’s report, 
I do not know that I could agree as far as they are concerned that sep- 
aration has been accomplished, because the study was made on an ex 
parte basis. I do not know whether those rates would ultimately be 
compensatory rates on which a subsidy would be based or would ulti- 
mately turn out to be the right rates or not. 

Mr. Hesevron. I share your point of view. It is quite possible that 
rates have been arrived at which will not ultimately be permanent 

rates or a permanent rate set-up, but the principle has been definitely 
establis hed so far as every airline is concerned, except these two heli- 
copter services. 

Mr. Tipren. I think you and I are seeing it the same way. As far 
as the publication is concerned, and the domestic field is concerned a 
specified amount of dollars of subsidy and a specified amount of dol- 
lars of mail pay. as far as that is concerned that has been done: whethe: 
it is right or not we do not know. 

Mr. Hesevron. I am not attempting to leave the impression that | 
personally endorse what they have done. It may very well be thiat 
something very much more has to be done, and this committee is now 
considering the proposition as to how. 

Mr. Rogers. Will the gentleman yield? 

Mr. Hesevron. I would like to ask a few more questions and ‘1 
I am through. 

Phat leaves the overseas service, as I understand it, the territory-to- 
territory service and from mainland to territory, and I assume that is 
a small portion of it. 

Mr. Trrrex. I cannot give the percentage of the overseas mai! 
For 1951 we estimate that it is 5,200,000 | later changed to 5,800,000 | 
ton-miles. 
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Mr. Hesevron. Out of what total ¢ 

Mr. Tieron. Out of the total domestic. 

Mr. Hesevron. I mean total over-all. 

Mr. Treron. Over-all. 

Mr. Hesevron. Yes. 

Mr. Tirron. Let us see. 

Mr. Hrsevron. Your best estimate. 

Mr. Tieron. I have got the definite figures here, Mr. Heselton. We 
might as well get them right. 

‘or 1951, 16 domestic trunk lines moved approximately 63 million 
ton-miles of mail. 

The International Airlines moved 22,000,000, approximately 22,000,- 
000 ton-miles of mail. 

The local service airlines, 18 of them, moved approximately 784,000 
ron-miles of mail. 

Mr. Heseivon. The overseas you say would be about 5,000,000 ¢ 

Mr. Treron. And the estimate breakdown of the overseas portion of 
those figures is 5,800,000. 

Mr. Hesenron. That leaves you with the problem of the interna- 
tional, 

Mr. Treron. Yes, sir. 

Mr. Heservon. And the CAB has told this committee and told the 
Senate committee, and you heard the testimony yesterday, that by 
June 30, there will be something quite similar to the domestic action 
available, on or before June 30, in regard to the international. 

If that is so it seems to me that a good deal of the emphasis of the 
statement you have made this morning becomes theoretical. ‘The job 
sdone. How well it is done is another matter. Whether it should be 
examined more carefully, revised and reviewed, may be perfectly 
proper, but it does seem to me that it would have been helpful, more 
helpful, let me say, if you had accepted the probs ability that there was 
going to be separation in principle all of the way through and had 
ulvised this committee in terms of that as to what we might enact 

in the way of legislation in support of it, to carry out the purpose. 

There are a lot more questions I would like to ask. 

Mr. O'Hara. The witness has not had a chance to answer the ques- 
tion, Mr. Chairman. 

Mr. Turron. I did not have an opportunity to answer Mr. Hesel- 
ton’s last point, and I would like to comment on it, because it is im- 
portant. 

I gather that it was Mr. Heselton’s point of view, that so much water 
iad gone over the dam here and the job was so nearly done that the 
points I was makining with respect to the provisions of these bills 
were largely academic. 

| do not think that that is the case by any means, because the provi- 
sons that I dealt with primarily are: 

First, this provision which deals with cost and requires the Board 
‘o base rates on costs and in effect forbids us to bring forward to the 
Board any evidence except evidence based on cost. 

Now, that provision we object to. 

[ objected to it strongly the last time I appeared before your com- 
inittee in discussing H. R. 9154. 

Now, the water has not gone over the dam on that. In the first 
place, the Big Four rate case was settled by the carriers. The carriers 
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were not happy about that decision. They accepted it a good bit 
like the railroads did that rate case of theirs. They wanted to stop 
the litigation. 

So that it cannot be said that the cost principle has been settled 
beyond the hope of ever changing it on that case. 

These other cases fall in the same ategory. 

The Board’s subsidy report is based on a complex ex parte examina- 
tion of these matters. The carriers should still have an opportunity 
to argue to the Board, as the railroads can argue to the Interstate 
Commerce Commission, that they should not base mail rates on cost. 
That issue is not by any means settled, and we are asking this com- 
mittee not to foreclose us on the issue and to let us argue the matter 
before the Civil Aeronautics Board. 

Now, on the accounting provisions, on which I spent so much time 
and about which we are so greatly worried, that is not by any means 
over the dam, because the Board in all of these proceedings has not 
required us to change our books of account nor have we set up books of 
account which are along the line set forth in this bill. I think these 
questions are clearly still open and I would hope that the conimittee 
would agree with us on them. 

Mr. Rogers. Right along that line here is what I want you to 
do: Enumerate what you think, in your judgment, are the factors to 
be taken into consideration in fixing a fair mail-rate pay. Will you 
just briefly set that out ¢ 

Mr. Treron. I will be very glad to do that. 

Mr. Rogers. | think that is important. 

Mr. Tirron. I think that in passing on a mail rate case and in 
reaching a judgment on what the mail rate should be, the Board 
should have before them some evidence of cost in the best way that 
they can develop it. It has been regarded as one element in all rate 
cases. It should have evidence as to what the priority of the mail is 
worth: what volue is that to the Postmaster General and to the 
public: and there is evidence available on that. 

They should have evidence before them relating to the schedules 
and how they are fixed; the value to the Postmaster General of his 
power that is set forth in the Civil Aeronautics Act, to direet us to 
make our schedules meet his needs. That evidence should be there. 

There should be evidence indicating what the public feels that the 
mail service is worth in terms of how much they pay in postage. That 
is an important element. 

Now, right offhand, that is all I think of: but there may be others 
which would be equally important. 

The point that I am stressing here is that none of these elements 
that go into a rate are controlling. Whatever evidence you have 
necessarily requires judgment to be exercised on it. The Interstate 
Commerce Commission has said that for vears, that rate making is a 
matter of judgment and they have demonstrated that that is a fact 
through hundreds of cases. 

Our only recommendation to this committee is that you not con 
fine the Board’s judgment to just one of the elements that should 
be taken into account, but should permit them to consider all of the 
elements that are before them. 

Now, vou can foresee this kind of a situation in these mail-rate 


cases before the Board, and we must recognize the bill we are enacting 
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now is probably going to be on the books just as the Railway Mail 
Pay Act of 1916 is still on the books. That is 35 years ago and this 
is a longe procedure. 

The Cuamman. We are going to have a recess here. The committee 
has an important meeting at 12:15. 

Mr. Hesevron. Mr. Chairman, I would like to ask a question. 

Mr. Hinsnaw. Mr. Chairman, I have some questions which I would 
like to ask Mr. Tipton and I wonder if Mr. Tipton can come back. 

The Cuamman. I think we had better have him come back at 2 
o’clock. 

Mr. Heserron. Mr. Chairman, in connection with the discussion 
we have just had, there are two paragraphs from the CAB order 
issued October 7, 1951, in connection with the Big Four case which 
I think are pertinent and I will ask permission for those two short 
paragraphs to be inserted in the record here. 

Mr. Hinsnaw. I think that we ought to have the paragraphs before 
us. I know I would like to know what is in them. I might want to 
comment en them. 

Mr. Hesevron. I am going to give them to you and let you read 
them. 

The CHatrmMan. Suppose that we do that after recess today. 

Can you be back, Mr. Tipton / 

Mr. Tieton. Yes, Mr. Chairman. 

The Cuarrman. The committee will take a recess until 2 p.m. 

(Thereupon, at 12:03 p. m., a recess was taken until 2 p. m. of the 
same day.) 

AFTER RECESS 


(The hearing was resumed at 2 p. m.) 
The Cuamman. The committee will be in order. 
We will continue with the statement of Mr. Tipton. 


STATEMENT OF STUART G. TIPTON, GENERAL COUNSEL OF THE 
AIR TRANSPORT ASSOCIATION OF AMERICA, WASHINGTON, 
D. C.—Resumed 


Mr. Tirron. Before further questions, Mr. Chairman, I would like 
to make one further statement. In thinking back over this morning’s 
testimony, I recalled a statement that Mr. Heselton had made which 
kind of worried me, because I had not commented on it at that time. 
He indicated that it looked like what the airlines were for was a 
watered-down version.of subsidy separation. I did want to comment 
on that, because the airlines are not for a watered-down anything. 

What we are asking for is to have mail rates made like mail rates 
are made for other forms of transportation, and we are perfectly 
willing to have whatever subsidy is revealed in that way made public. 
We feel that we can fully justify any subsidy that is granted on the 
basis of the airlines’ contribution to the communities they serve and 
to the national defense. I did want to make that clear. 

Mr. Hesevron. Could I ask a question, then, in view of that state- 
ment ! 

Mr. Tipton, it is a fact, is it not, that while you are speaking for 
the ATA and its membership—and I assume that they are al] unani- 
mous on this—there are other airline operators who disagree violently 
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with the position you have taken? For instance, the president of tho 
Flying Tigers testified very vigorously in the Senate that what wa, 
needed was a real separation along the lines suggested in these bil!s, 
and I recall that there were one or two others, and I think a Califor), 
line appeared, if I recall correctly, and supported these two bills. 

So that all I am trying to bring out is that you are taking what | 
admit is a consistent position, but it is a position in opposition to the 
opinions of a great many people who studied this probiem very care- 
fully and who feel that this provision in the bill that did pass in tle 
House, or the current bills that follow along that Ime, are the on!) 
effective ways to do it, and in that they are joined by the President of 
the United States and every other governmental agency that has any 
thing to do with it, including the Department of National Defens 
Is that not right ¢ 

Mr. Treron. First, your recollection of the testimony of the Flying JE 
Tigers representative in the Senate is, to my recollection, correct. He 
did not agree with the position we were taking. He, of course, is nor 
concerned with the making of mail rates, because he doesn’t carry mai! 

As to the Government agencies, we have been opposed to their pos) 
tion as far as the Civil Aeronautics Board and the Post Office Depart 
ment are concerned, and as far as the National Defense is coi 
cerned 

Mr. Hesevron. What about the State Department ? 

Mr. Trrron. Neither the State Department nor the National D: 
fense Department has taken a position one way or another on the 
matter of cost, to which I devoted so much talk this morning, or the 
matter of the accounting system. The Civil Aeronautics Board, as fa: 
as the cost accounting system is concerned, our position is shared by 
the Civil Aeronautics Board, and I believe also by the Bureau of the 
Budget. The Civil Aeronautics Board has certainly urged strongly 
that the accounting provisions be deleted. 

Mr. Hinsuaw. Right along that line, I have the testimony of M: 
Nyrop before the Senate committee, in which he says, for example: 








The separation of the carrier accounts of revenues and costs by types of service 
performed on combination aircraft would itself be a tremendous burden and one 
which has not been accomplished in other forms of regulated transportation. 

Now, Mr. Chairman, this morning, in the course of Mr. Tipton’s 
testimony, on page 8 of his typewritten statement appears the follow 
ing—this is in connection with rates: 

In considering this problem, I have looked into the judicial principles which 
govern the establishment of just compensation to be paid by the Government for 


property taken. They provide convincing evidence that a statutory requiremen' i 
that rates be tied to cost is unsound—and they even cast some doubt on its 4 


constitutionality. 

As the committee knows, the transportation of mail under statutes like the 

tailway Mail Pay Act and the Civil Aeronautics Act is compulsory, and th: 

carrier is therefore guaranteed just compensation by the fifth amendment of the 
Constitution. 

Now, Mr. Chairman, I think that constitutes a very important state 
ment, and we should get into it and find out from Mr. Tipton and from 
others, exactly what this means. If we are about to enact or about to 
recommend the enactment of a provision in a statute which might be 
unconstitutional, I think we should have all aspects of it in advance of 
its consideration. 
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Now, Mr. Tipton, just what do you mean by the language in which 
it says, “And the carrier is therefore guaranteed just compensation by 
the fifth amendment of the Constitution” ¢ 

Mr. Tirron. The leading decision on that, that established that 
principle, arose under the Railway Mail Pay Act, and it arose back 
in 1921. The Interstate Commerce Commission had fixed a rate for 
the New York Central under that act, and the Post Office Department 
refused to pay the rate at that level. Consequently, the New York 
Central went to the Court of Claims and sued the United States for 
the difference between what the Post Office Department paid them and 
what the Interstate Commerce Commission had set. 

The Court, in discussing that case, held that the mail service pro- 
vided under the Railway Mail Pay Act of 1916 was a compulsory 
service, and that is the same thing that is true under the Civil Aero- 
nauties Act of 1938, and in that respect they were patterned closely 
after each other. The Court went on to say speaking through Mr. 
Justice Holmes that “the Government admits, as it must, that reason- 
able compensation for such required service is a constitutional right.” 

They held that the New York Central’s claim was right, and ren- 
dered judgment against the Government. 

That principle has been confirmed in some subsequent cases. 

I did not cite, and I should cite for the record, the New York Central 
case. That should be cited. It is United States v. New York Central 
Railroad Company (279 U.S. 73). That has bee followed down to 
date. It is still good law. 

Now, have I answered your question, Mr. Hinshaw / 

Mr. Hrnsuaw. Did the question of the fifth amendment come up 
in that decision ? 

Mr. Treron. That is the constitutional right that Mr. Justice 
Holmes is referring to, the right guaranteed in the fifth amendment 
not to have your property taken without just compensation. 

Mr. Hinsuaw. And is it considered that the transportation of mail 
by virtue of the fact that it is something that the Government requires 
be done would constitute a taking of property without just compensa- 
tion in the event that all factors were not considered? Is that correct ? 

Mr. Treron. Going on in answer to that question, and going on from 
the New York Central case, the New York Central case establishes the 
proposition that the constitutional principle does apply, that you are 
entitled to just compensation for the transportation of mail which is 
required, just as you are entitled to just compensation if the Govern- 
iment comes along and condemns your house. 

Then in an opinion at an earlier time, an opinion in the Mononga- 
hela Navigation Company v. United States, the court considered the 
congressional power to impose limitations or restrictions upon judi- 
cial determination of what is just compensation. In that case, the 
Congress had authorized the condemnation of some locks on the Mo- 
nongahela River, but they had said to the court, in effect, and they said 
in the statute, “You mustn't take into account, in fixing this compensa- 
tion, the franchise value of operating those locks.” 

When that got into court and was carried to the Supreme Court, the 
Court held that Congress went beyond its power in trying to restrict 
the judicial function of determining what just compensation is. The 
Court made the long statement that I quoted this morning, in which 
they said, in effect, that the determination of the elements of just com- 
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pensation is a judicial question and it is one that Congress cannot bind 
the courts on. 

Mr. Heseiron. Would you yield on that for a question ¢ 

Mr. Hrnsnaw. Just a second. 

That was a slightly different thing from what we are discussing 
here, but it held that just compensation must be paid for the service 
of transporting the mail, or can it be compensation as is deemed by 
congressional enactment to involve only the element of cost, or should 
be based on the cost, as this legislation proposes ¢ 

Mr. Tirron. I see no difference in principle between a case in which 
the Government comes along and condemns your house, and a case in 
which the Government comes along and condemns your services. 

Now, I think it would be recognized immediately that if the Gov- 
ernment comes along and condemns your house, any effort to restrict 
the payment for that house to what it cost the man that owned it would 
be completely invalid, because he may have bought it at a price that 
was below its value. On the other hand, he may have bought it at a 
price that was greater than its value at the time of condemnation. 
And the court, as many decisions establish, looks to the value of the 
property taken, and in many cases they rule out costs completely as 
being irrelevant. 

Now, it seems to me that you have a direct parallel situation here 
where you provide, in effect, for the condemnation of services, and 
say that even though there may be a half a dozen elements of the kind 
I have described that should be taken into account in determining the 
fair value of those services, you cannot take into account but one. 

Now, I think that the cases are in direct parallel, but I will say this, 
Mr. Hinshaw: I have found no case which is directly in point here. 
My statement here is based upon the analysis of analogous cases, 
which I think is a fair approach: and to state it in more concrete 
terms, if, under this legislation with the cost standard in it, if a carrier 
had a rate case under that and, in his opinion, received an inadequate 
payment in the order, I would recommend that he carry the matter to 
the Supreme Court, alleging that the Board’s restriction of the pay- 
ment to a consideration of cost was unconstitutional. I would re- 
commend that notwithstanding the very high cost of litigation to that 
extent, which indicates at. least my opinion that he would have a very 
good chance of making that contention stick. 

Mr. Hrnsuaw. I yield to Mr. Heselton. 

Mr. Hesevron. On that point of constitutionality, I did not dis- 
cuss that this morning, and I do not pose as a constitutional lawyer. 
But it would be extremely difficult for me to follow the reasoning that 
you give us unless vou are asking us to accept as a fact that the right 
to carry mail is a property right. I do not see how your analogy 
works out unless you take that as a fundamental basis. 

It is not regarded as a property right, and if, under any of these 
bills before us, you determine the fair cost of carrying the mail, if vou 
have the Postmaster General recommending, as he must, a schedule of 
rates which are fair and reasonable, and if you provide as a standard 
that the carrier must not only get the cost but a fair return on it, do you 
not undermine your case, if you say it is a property right, that you are 
taking a man’s property right without providing just compensation ! 

Mr. Trpron. I would say not, Mr. Heselton, for this reason: that 
the constitutional argument which I have made here is based on the 
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judicial decision that the carrying of mail by airlines and railroads 
being compulsory, and we have no alternative but to carry it, then the 
carrier is entitled to just compensation. You do not have any question 
at all as to whether the right to carry mail is a property right. It isa 
compulsory service for which you are entitled to just compensation. 

Now, the question that comes in here is whether the Congress may 
tell the judiciary, who in the final analysis must determine just com- 
pensation, whether the Congress can tell the judiciary that even 
though there are half a dozen elements that should b taken into account 
in determining just compensation, the courts may take into account 
only one of them, and that is cost. Now, that is the constitutional 
issue here, as I see it, and I think it is a very important one. 

Mr. Heseiron. Thank you. 

Mr. Dotniver. In other words, what you are saying, Mr. Tipton, if 
| understand, you differentiate between a fair compensation and a 
compensation based upon cost exclusively. 

Mr. Tirron. That is exactly right. 

Mr. Dotiiver. Your position is, and that of the association which 
you represent, that a compensation based upon cost exclusively is 
unconstitutional under the fifth amendment, but that cost is only one 
of the factors to be taken into consideration in determining a fair 
compensation ¢ 

Mr. Tirvron. Your statement is quite right. 

Mr. Hinsnaw. I take it, that the compensation to be awarded by 
the Civil Aeronautics Board under the provisions contained in any of 
these bills could be considered to be just compensation, or not, as the 
courts might later determine in the event that the rates wer challenged ; 
is that not correct ¢ 

Mr. Trrron. That is correct. 

Mr. Hinsuaw. Now, under all of the information which the com- 
mittee has, approximately 80 percent of the mail is carried purely on 
a compensatory basis, is that correct ¢ 

Mr. Treron. That is correct. 

Mr. Hinsuaw. And consequently, there is no element of subsidy 
involved in the compensation for the carrying of 80 percent of the 
mail? 

Mr. Tipron. That is correct. 

Mr. Hrnsnaw. And then, if you adopt exclusively a cost basis for 
this transportation of mail, it is your opinion that we would run into 
the possibility of a challenge in the courts of the United States under 
the fifth amendment ¢ 

Mr. ‘Tirron. That is my opinion. 

Mr. Heseiron. My attention has been called, Mr. Tipton, to the 
case of the Mississippi River Fuel Corporation v. Federal Power Com- 
mission, in the court of appeals here in the District in 1947, which 
discussed rather at length, and with approval, using costs to arrive 
at fair and reasonable rates, and the court had this to say about it, 
and T think maybe vou are familiiar with it and just to refresh your 
recollection : 

The regulated sales in this case, being the sales to utility companies for resale, 
are easily identified. The problem is to ascertain the costs incurred prerequi- 
site to such sales, and so to be borne by those customers. This is a question of 
fact. HExpenses (using that term in its broad sense to include not only operating 
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expenses but depreciation and taxes) are facts. They are to be ascertained, not 
created, by the regulatory authorities. If properly incurred, they must be 
allowed as part of the composition of the rates, Otherwise, the so-called allo 

ance of a return upon the investment, being an amount over and above expense. 
would be a farce. Costs incurred for specific sales are easily assigned to the) 

But since many supplies are purchased, salaries and wages paid, expenses in 
curred, and facilities used to serve all customers, it is necessary to apporticy 
such costs in order to ascertain the costs applicable to certain customers. \ 
number of methods are available. 

I realize that is not the Supreme Court speaking, but it does have 
considerable weight in view of the fact that this committee has had the 
pleasure of knowing and appreciating the real quality of the judges 
on that court. 

Mr. O'Hara. Will the gentleman yield on that point! I would like 
to comment on that, and that case is certainly not a red horse case to 
the one involved in this legislation, where there are many elements 
involved to which might be attributed costs in the operation of an 
airline, which would be completely different than the case that gen 
tleman from Massachusetts has called our attention to. 

Mr. Hesevron. May I reply to that briefly? Mr. O'Hara, it is 
recalled that you signed the minority report, and I was reading from 
the majority report. 

Mr. O'Hara. It shows sometimes that the minority is very right. 

Mr. Tirron. May I comment on that decision that Mr, Heselton 
brought forward ¢ 

I would agree with Mr. O'Hara on the point he made, that it does 
not seem to be on all four’s with the situation we have here, particu- 
larly since the Federal Power Act in the rate-making provisions doe- 
not require the Federal Power Commission to base its decisions entirel) 
on cost. That decision involved a discussion of the determination of 
costs as an element in the making of the rate, and there is nothing that 
I have said here today to indicate that cost is not an element in the 
making of a rate, and it is an element. It is just one of the elements. 
That is my point. There are others that are equally as important. 

Mr. Hinsuaw. I would like to quote from the statement of Mr. 
Heselton inserted in the record earlier today, which is in the case of 
the Big Four rate case, in which the Board says: 

The Board fully recognizes the innumerable difficulties inherent in any attempt 
to cost the mail service as one of several common services, It is further recog 
nized that there are other methods of costing the mails which can be considered 
reasonable. 

And then it goes on from there and goes to quite some length to 
show there is more than one way of costing the mails. 

Mr. Hesevron. I was very anxious to have that in the record, but 
I understood you did not want me to put it in. 

_ Mr. Hinsnaw. I did not want you to put it in without our hearing 
it. 

Mr. Hesruron. May it go in now, Mr. Chairman? 

The Cuarrman. If there is no objection, it is agreeable to me. 

Mr. Hinsuaw. I would like to have the same knowledge that the 
gentleman from Massachusetts has on the subject, and the only wa) 
T can do it is to hear what goes in the record. 

Now, Mr. Chairman, I think it would be very highly desirable for 
the committee, and I should think more than that, that the committee 
should consider it necessary to make a very careful investigation 
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through competent authority—and I do not know that we can ask 
the judiciary about it—but certainly we can make a study of the ques- 
tion as to whether or not the proposed language of basing the rate 
upon cost would be unconstitutional; and if not, why not, in order 
to aid us in the proper drafting of this legislation. 

I suggest that the Civil Aeronautics Board be asked to comment 
on that subject, and any others who may have the legal talent avail- 


able to them. 
(Mr. Tipton submitted the following supplemental statement :) 


CONSTITUTIONAL REQUIREMENTS AFFECTING MAIL COMPENSATION 


Statement submitted by S. G, Tipton, general counsel of Air Transport Associa- 
tion of America 


The following cases demonstrate that the proposed compensatory mail-pay 
legislation based upon a cost-plus formula contravenes long-established consti- 
tutional doctrines. 

(1) The compulsory transportation of mail by a common carrier is a service 
for which the carrier is guaranteed just compensation by the fifth amendment 
of the Constitution. 

In United States v. New York Central Railroad Company (279 U. S. 73, 73 L. 
Ed. 619), the Supreme Court considered the question of whether a judgment ren- 
dered by the Court of Claims against the United States and in favor of the 
railroad for extra compensation for carrying the mail was valid. The railroads 
brought their claim to the Court of Claims for the purpose of enforcing an order 
of the Interstate Commerce Commission establishing the rate of com>»ensation 
for the carrying of such mail, because the Postmaster General refused to pay 
ihe compensation ordered by the Interstate Commerce Commission. In up 
holding the judgment of the Court of Claims, the Supreme Court, speaking 
through Mr. Justice Holmes, quoted the language of the Railway Mail Pay Act 
of 1916 which provides that the railroad “shall be entitled to receive fair 
and reasonable compensation for such transportation and for the service con- 
nected therewith.” Mr. Justice Holmes then went on to say “the Government 
admits, as it must, that reasonable compensation for such required services is a 
constitutional right.” 

Similarly, in United States v. Griffin (303 U. S. 226, 82 L. Ed. 764), the question 
arose as to the status of judicial review with respect to orders of the Interstate 
Commerce Commission made under the Railway Mail Pay Act of 1916. In this 
case the Interstate Commerce Commission had denied an application of the 
railroad for increased mail compensation. The railroad had twice appealed 
from the orders of the Commission to a three-judge district court under the 
Urgent Deficiencies Act, and the district court had twice reversed the Com- 
mission on its refusal to grant additional compensation. The Commission 
appealed to the Supreme Court after the second reversal. The Supreme Court, 
speaking through Mr. Justice Brandeis, held that the three-judge district court, 
established under the Urgent Deficiencies Act, did not have jurisdiction to 
review a rate order of the Interstate Commerce Commission, and that the 
appropriate court for such judicial review would have been the Court of Claims 
or the ordinary district court. In commenting on this latter point, Mr. Justice 
Brandeis stated as follows: 

“While the compensation fixed in a railway mail pay order is ordinarily 
measured by a rate, the ultimate question determined by the Commission is, as 
in the Great Northern Railway case, the proper compensation to be paid by the 
Government for services and the use of its property—the quantum meruit for 
carrying the mail. * * * And since railway mail service is compulsory, the 
Court of Claims would, under the general provisions of the Tucker Act, have 
jurisdiction also of an action for additional compensation if an order is con- 
fiseatory. * * * Moreover, as district courts have jurisdiction of every suit 
at law or in equity arising under the postal laws, suit would lie under their 
general jurisdiction if the Commission is alleged to have acted in excess of its 
authoirty, or otherwise illegally.” 

The Griffin case again came before the United States Supreme Court, this time 
under the name of United States v. Jones (336 U. S. 641, 93 L. Ed. 938). This 
second case resulted from the railroad adopting the suggestion of Mr. Justice 
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Brandeis in the Griffin case that the railroad present its claim for additional] 
compensation to the Court of Claims. The Court of Claims concluded that the 
Interstate Commerce Commission had used an erroneous basis for determining 
just compensation and awarded the railroad additional compensation in the 
amount of $186,707.06. The Government appealed from this decision of the 
Court of Claims on the ground that the Court of Claims did not have jurisdic- 
tion. In United States v. Jones, Mr. Justice Rutledge delivered the opinion of 
the Court and, after reviewing the entire history of the case, concluded that the 
language of Mr. Justice Brandeis in United States v. Griffin had been misin- 
terpreted and that the Court of Claims did not have jurisdiction to review rate 
orders of the Interstate Commerce Commission and substitute its own findings 
for those of the Commission. The Supreme Court further concluded that the 
proper court to review the question of whether a mail rate compensation order 
of the Interstate Commerce Commission is confiscatory under the fifth amend- 
ment would be the United States district court. 

The Supreme Court, in United States v. Jones, in no sense overruled the doc- 
trine set forth in United States v. New York Central Railroad Company and 
United States v. Griffin, that reasonable compensation for compulsory mail serv- 
ice is a constitutional right. In the Jones case the Supreme Court simply clari- 
fied the question of which court has jurisdiction to review the question of 
whether the raHroad has been denied just compensation under the fifth amend- 
uvent as a result of the order of the Interstate Commerce Commission under 
the Railway Mail Pay Act of 1916. 

A similar question under the Civil Aeronautics Act was presented to the 
United States Court of Appeals for the District of Columbia by Capital Air- 
lines, Inc. in the case of Capital Airlines, Inc. v. Civil Aeronautics Board (171 
F. 2d 339, Cert. Den. 336 U. S. 961, 98 L. Ed. 1113). In that ease Capital Air- 
lines had applied to the Civil Aeronautics Board for a retroactive increase in its 
mail compensation relating to a period prior to the carrier's application for in- 
creased rates. The Civil Aeronautics Board concluded that it had no authority 
to grant retroactive increases prior to the date of the airline’s application. The 
court of appeals stated that “the power to increase retroactively established rates 
which have prevailed unchallenged is not needed to vindicate the constitutional 
requirement for just compensation (fifth amendment) or to fulfil any con- 
tractual obligation of the Government te the airlines.” 

Capital Airlines thereafter endeavored to obtain the same relief from the 
Court of Claims in the case of Capital Airlines, Inc. v. United States (90 Fed. 
Supp. 926, Cert. Den. 340 U. S. 875, 95 L. Ed 636). The Court ef Claims con- 
cluded that “a carrier cannot obtain in this court a review or a revision of a mail 
rate which has been fixed and paid pursuant to an order of the Civil Aeronautics 
Board merely by basing its claim for a money judgment in this court upon the 
just compeusation provisions of the fifth amendment.” In rejecting jurisdiction, 
the Court of Claims relied on the Jones case and on Capital Airlines, Ine. v. 
Civil Aeronautics Board, Certain language used by the Court of Claims in its 
opinion, to the effect that the matter of just compensation for carrying mail 
does not raise a fifth amendment problem, is directly contrary to the declara- 
tions of the Supreme Court quoted above. However, when read in the entire 
context of the opinion, it is evident that the Court of Claims was merely en- 
deavoring to paraphrase the conclusions of the Supreme Court in the Jones case 
to the eeffct that the jurisdiction of the Court of Claims does not include actions 
to review rate-making functions of administrative agencies, even though the 
rates prescribed by such agencies may be noncompensatory and hence in viola- 
tion of the fifth amendment. 

(2) The determination of “just compensation” guaranteed by the fifth amend- 
ment is a judicial, and not a legislative question. 

Any attempt by the legislature to prescribe the measure of just compensation 
guaranteed by the Afth amendment is void. The leading case on this firmly es- 
tablished constitutional doctrine is Monongahela Navigation Co. v. United States 
(148 U. S. 312, 37 L. Ed. 468 (1892)). The case involved the condemnation by 
the United States of certain privately owned locks on the Monongahela River. 
The condemnation was undertaken pursuant to an act of Congress (25 Stat. 411) 
which, among other provisions, stated that “in estimating the sum to be paid 
by the United States, the franchise of said corporation to collect tolls shall not 
be considered or estimated.” The condemnation award was made in the circuit 
court of the United States, upon a valuation which did not include such franchise. 
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The judgment was reverse, and in the opinion delivered by Mr. Justice Brewer, 
the following frequently cited langnage appears (37 L. Ed. 468-469) : 

“By this legislation Congress seems to have assumed the right to determine 
what shall be the measure of compensation. But this is a judicial, and not a 
legislative question. The legislature may determine what private property is 
needed for public purpose—that is a question of a political and legislative charac- 
ter; but when the taking has been ordered, then the question of compensation is 
judicial. It does not rest with the public taking the property, through Congress 
or the legislature, its representative, to say what compensation shall be paid, 
or even what shall be the rule of compensation. The Constitution has declared 
that just compensation Shall be paid, and the ascertainment of that is a judicial 
inquiry. * * * We are not, therefore, concluded by the declaration in the 
act that the franchise to collect tolls is not to be considered in estimating the 
sum to be paid for the property. * * * The value of property, generally 
speaking, is determined by its productiveness—the profits which its use brings 
to the owner. Various elements enter into this matter of value. * * * The 
value, therefore, is not determined by the mere cost of construction, but more by 
what the completed structure brings in the way of earnings to its owner. For 
each separate use of one’s property by others, the owner is entitled to a reason- 
able compensation, and the number and amount of such uses determines the 
productiveness and the earnings of the property, and, therefore, largely its value.” 

The case of United States v. New River Collieries Co. (262 U. 8. 341, 67 L. Ed. 
1014) involved the requisitioning by the United States of 60,000 tons of coal for 
the use of the Navy. The taking was under section 10 of the Lever Act. Vhe 
President acting through the Navy Department fixed certain prices as just com- 
pensation. The New River Collieries Co. contended that the price fixed by the 
President was less than just compensation and brought an action in the district 
court. In discussing the authority of the court to determine the matter of just 
compensation, the Supreme Court, speaking through Mr. Justic Butler, stated 
“the ascertainment of compensation is a judicial function, and no power exists in 
any other department of the Government to declare what the compensation shall 
be or to prescribe any binding rule in that regard.” 

A similar question arose in Seaboard Airline Railway Co. vy. United States 
(261 U. S. 299, 67 L. Ed. 664). In that case the Government took possession of 
2.6 acres of land owned by the railroad. The railroad objected to the compen- 
sation award determined by the President and brought an action in the district 
court. Judgment was entered for $6,000 with interest from the date of taking 
at the rate of 7 percent per annum (the statutory rate in South Carolina). The 
Government objected to the interest allowed and took the case to the court of 
appeals, and that court reversed the judgment of the district court and awarded 
a new trial unless the railroad filed a remittitur abating all interest. The rail- 
road refused and brought the case to the Supreme Court. The judgment of the 
court of appeals was based on the established rule that, in the absence of a stipu- 
lation to pay interest, or a statute allowing it, none can be recovered against the 
United States upon unpaid accounts of claims. The Supreme Court stated, how- 
ever, that: 

“Section 10 of the Lever Act authorizes the taking of property for public use 
on payment of just compensation. There is no provision in respect of interest 
Just compensation is provided for by the Constitution, and the right to it cannot 
be taken away by statute. Its ascertainment is a judicial function. * * * The 
rule above referred to, that, in the absence of an agreement to pay or statute 
allowing it, the United States will not be held liable for interest on unpaid ac- 
counts and claims, does not apply here. The requirement that just compensa- 
tion shall be paid is comprehensive, and includes all elements, and no specific 
command to include interest is necessary when ipterest or its equivalent is a 
part of such compensation.” 

The doctrine of the Monongahela case was reaffirmed by the Supreme Court in 
the recent case of United States v. Cors (387 U. 8S. 331, 98 L. Ed. 1398), in which 
the Gevernment requisitioned a steam tug. Congress had prescribed by statue 
that “just compensation” be paid for vessels so taken, but that “in no case shall 
the value of the property taken or used be deemed enhanced by the causes neces 
sitating the taking or use.” The issue presented to the Supreme Court was 
whether the limitation imposed by Congress on the determination of just com 
pensation was valid. ‘whe Court of Claims had concluded that the limitation 
was invalid and had awarded compensation based on market value. The Su 
preme Court, after reviewing the facts, set forth the basic principle of the 
Monongahela case and then said, “We need not reach the question whether the 











160 AIR-MAIL SUBSIDIES 


measure of compensation which Congress wrote into the act is in all of its applica- 
tions identical with the judicial standard, We are satisfied that on the present 
facts the two are coterminious.” The Supreme Court, in reversing the Court of 
Claims, pointed out that the judicial standard of just compensation excluded 
any enhancement of value attributed solely by the demand created by the taker’s 
urgent need. The Supreme Court indicated that the Court of Claims should have 
eliminated that portion of the enhanced market vaiue due directly to the Govern- 
ment’s activity in purchasing vessels. The Supreme Court, however, did not ex- 
clude enhancement of value attributable to the general world situation in 1942, 
and indicated that it approved the statutory language only to the extent that 
it coincided with the judicial standard and prohibited enhancement of value di- 
rectly attributable to the Government’s purchasing activities. 

In commenting on a similar problem in United States vy. Commodities Trading 
Corp. (339 U. S. 124, 94 L. Ed. 712), the Supreme Court said: “Had Congress 
prescribed a rule that prices fixed under the act should constitute the measure 
of ‘just compensation’, courts upon proper challenges would have been faced 
with responsibility of determining whether that rule satisfied the requirements 
of the fifth amendment.” 

Irrespective of whether compulsory mail service is regarded as a direct taking 
of property by the Government, as Justice Brandeis appears to have regarded 
it in the Griffin case, or as a rate-making matter, as Justice Rutledge seems to 
have regarded it in the Jones case when he said “rate making [is] essentially 
legislative in the first instance,” the final result is the same. Whether the 
Government is taking property from the carrier for its own use or is compelling 
the carrier to use its property in serving someone else, the carrier is guaranteed 
just compensation by the fifth amendment, and the final determination of just 
compensation rests with the courts and not the legislature. In neither instance 
may the legislature, by statute, prescribe with finality the compensation to be 
paid and thereby preclude the application of the judicial standards of just 
compensation by the courts. 


Mr. Hrnsnaw. I want to ask one more question. Is it the belief 
of you and your association that if additional accounting require- 
ments are placed upon you by virtue of this legislation, that the cost 
of that accounting would enter as an element in the rates to be charged 
for air-mail transportation ? 

Mr. Tirron. Mr. Chairman, those increased costs would unquestion- 
ably enter into those rates. Yesterday we heard a great deal from Mr. 
Nyrop in which he made a perfectly accurate statement that during 
the past 8 or 9 months, the Board has decided rate cases which have 
resulted in reducing the mail compensation of the airlines by some 
$9 million. Now, the airlines are very happy that they can so conduct 
their business that they can reduce their charges to the Government, 
quite unlike the charges, I would guess, that most business enterprises 
are making at the present time. But we cannot keep that up if we 
have additional burdens imposed upon the airlines of this sort; that 
those additional costs must be met by the passengers and by the cargo 
and the mail. Part of it will go into the mail compensation, and in 
the case of some carriers that are subsidized, it will come up in the 
subsidy. 

Mr. O'Hara. Mr. Chairman, I would like to ask a question. 

The Cuarrman. Are you through, Mr. Heselton ? 

Mr. Hesevron. There was one other point I wanted to ask your 
advice on. I am not too clear as to the law, but it seems to me that 
there is a principle involved as to a public utility, that in granting 
a franchise it has been held very definitely this does not create a 
property right on the part of the utility in any sense of the word. 

You are more conversant with that than I am. Do you care to 
comment on that as a general proposition ? 
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Mr. Treton. Well, as far as public utilities generally, the grant- 
ing of a franchise conveys those rights that are included within the 
franchise. If it is the franchise to operate streetcars on the streets, 
they have the right to that, and the courts have held that that cannot 
be taken away from them except in accordance with the terms of the 
franchise itself. 

Applying that same general concept to the certificate of convenience 
and necessity that an airline receives, that certificate gives that air- 
line only those rights that the statute defines, and those rights include 
the right to operate the service and the right, in effect, to be heard in 
connection with other certificates that may affect his operation. 

The Cuairman. Mr. Tipton, may I interrupt? The last time I 
had occasion to examine it, and that was very thoroughly when I did 
examine it, the rights of the street railway companies to operate in 
the District of Columbia lasted no length of time at all, and they 
could be gotten out of the road at any time that they wanted them. 
What would you say about the value of the privilege there ¢ 

Mr. Tipron. Well, | am not familiar with those franchises, but 
as you describe them, Mr. Chairman, they sound as if they are pretty 
uncertain. As I say, it depends upon the terms of the franchise, what 
rights are included. And as far as the certificates are concerned, the 
rights that are created by those certificates are found solely within 
the confines of the Civil Aeronautics Act. 

Mr. Heseiron. So if Congress did legislate in this field and set up 
a standard which the courts held was reasonable, would it not be very 
unusual that the courts would go so far as to say that the exercise of 
the congressional right to set up these standards within the terms of 
the act was an unconstitutional action on the part of Congress ¢ 

Mr. Treron. Well, my point has been that the court might well hold 
along the lines it held in the Monongahela case, that the imposition of 
that limitation was not a reasonable one in view of the fact that other 
elements, or elements other than cost, should be taken into account 
in fixing mail compensation. That is, we are putting a new principle 
into the statute, or proposing to, which is of doubtful validity, from 
that standpoint, because the judiciary might well hold that is is 
unreasonable. 

Mr. O'Hara. Mr. Tipton, in your testimony that you gave this 
forenoon, you refered in some degree to the powers of the ICC in 
fixing the compensation which the rail carriers are paid for the car- 
riage of mail, and I think also referred to what is done with reference 
to the Maritime Commission. 

Now, does the Senate bill, as passed, provide for a different method 
of determining what the compensation of the airlines shall be, as com- 
pared to what the railroads are paid or as compared to what the mari- 
time is paid for carrying the mails? 

Mr. Treron. The Senate bill in one provision establishes a different 
method of making mail rates. The Senate bill includes the cost 
standard, which requires the Board to take into account nothing but 
cost, and it is that provision that we recommend be stricken from the 
Senate bill. 

Mr. Harris. Where is that provision ? 

Mr. Tieton. That provision is on page 4 of the bill, lines 5 
through 12, 
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Now, the presence of that provision distinguishes it from the method 
that the Congress adopted in providing for mail rates for the railroads, 
and for the steamship companies. The Railway Mail Pay Act pro- 
vides that Congress weet this constitutional problem about which 
we have had some discussion, by merely requiring the Interstate Com- 
merce Commission to fix fair and reasonable rates of compensation 
for the transportation of mail by railroads. That is all they told them 
todo. It left to the Commission the discretion as to the elements that 
were to be taken into account in fixing those rates. 

Now, it is that method that we recommend that the committee now 
follow, since the situations are parallel. 

Mr. O'Hara. Well, do you see any reason, Mr. Tipton, as to why we 
should set up one standard for a rail carrier or a marine carrier for 
the carriage of mail, which serves the same or related purpose that the 
carriage of mail by an airline, and set up a completely different 
standard as to what the air carrier should have as compared to whiat 
the rail and other marine carriers should have in compensation / 

Mr. Treron. No; I see no reason why the railroads and the airlines 
in this mail rate-making in the statute, should not be treated exactly 
the same. 

Mr. O’Hara. If it is fair to one, it should be fair to the other; is 
that not true ? 

Mr. Tieton. I think that that is true. 

Mr. O’Hara. And you would have to leave up to the regulatory 
body, whether that be in combination with the Post Office Depart- 
ment or the CAB or whatever arrangement you are to have, it should 
be upon some sound basis where the carriers are treated alike, is that 
not true ? 

Mr. Tipron. That is exactly right, and it is a perfectly sound ap 
proach to the rate-making problem, because you have the Board sitting 
as the ICC sits, as a judge, in these mail rate cases, and the airline 
comes before the CAB, as the railroad before the ICC, asking for mail 
compensation. 

The Post Office Department, that is going to have to pay the com- 
pensation, is the shipper. He comes before the same group, and they 
argue out what is the right rate. 

Now, there is not any better way to make sure that the interests of 
both the shipper, the Post Office Department, and the carrier are 
safeguarded in that process, leaving to the Board the discretion to 
determine what elements should be taken into account after they have 
heard argument and received evidence on the whole matter. 

Mr. O'Hara. Now, woul there be in this proposed Senate bill, or 
under existing law, the right of any of the interested parties to appeal, 
whether it be the Government or whether it be the carrier that was 
affected, from a decision of the CAB, we will say, in a rate-making 
case, under that theory! Is there provision for appeal ? 

Mr. Tipron. Yes: there is provision for appeal, a provision that is 
frequently exercised, for either the carrier or the Post Office Depart- 
ment to appeal if they feel aggrieved by the decision that has been 
made, There are some cases on appeal right now that the Post Office 
Department has taken up, and there are other cases on appeal that the 
airline has taken up. They receive the full attention of the judiciary 
in that way. 
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Mr. O'Hara. But you do feel that where we attempt by legislative 
action to set up a cost basis, or attempt to spell that out, that involves 
the constitutionality, or that portion of the legislation would be sub- 
ject to attack in the courts where the courts have held repeatedly that 
that was the function of the judiciary rather than of the legislative 


body ? 

Mir. Trrron. That is correct. 

Mr. O'Hara. I| yield to my friend from Michigan. 

Mr. Bennerr. Mr. Tipton, what formula does the Board use now, 
and what form does the law require, if any, to fix the rate ? 

Mr. Treron, At the present time, the Board handles their rate cases 
under very general standards which are set forth in section 406 (b) 
of the Civil Aeronautics Act, in which the cost of the service is not 
referred to, and it is under that section that the Board has made mail 
rates Which include an element of subsidy, and it is that section that is 
being changed by this legislation. 

As far as the Board stated on the stand here yesterday, they have 
in their studies, ane in the Big Four mail rate case, purported to base 
their rate upon cost. 

Mr. Bennerr. Do you not always have to consider cost, and does 
not cost always have to be a factor in any situation where you are 
fixing a rate? 

Mr. Treron. Yes; it does, and I believe that in almost all the opin- 
ions of almost any regulatory agency, you would find many references 
to the fact that cost is one element in determining a rate: but that is 
almost always followed by a statement along the lines that I read 
today from the Interstate Commerce Commission, that other elements 
in addition to cost also are taken into account. 

Mr. Bennerr. When you add the words “cost plus a fair return,” 
do you not come out under that language with the result that every- 
body expects to come out at in any kind of a public utility rate 
situation? They want to get their costs back, and they want to make 
a reasonable profit on their investment; and if they are accorded that 
or given that kind of a formula upon which to fix a rate, that is about 
all anybody expects, is it not ? 

Mr. Tieron. The point you are making, I am glad you brought out. 
You have two different types of situations in these utility rate cases. 
You have the type of rate case in which the utility produces only 
one product, like kilowatt-hours of electricity, and the whole organ- 
ization is focused on producing that product. There you do not have 
a cost problem like you have in the case of the railroads or the air- 
lines, Where you do one job, fly an airplane, and you produce in our 
case four major services: passengers, mail, express, and freight. 

Now, cost has been leaned on very heavily in those cases where it is 
a single product industry and consequently you have to debate about 
how much the cost. is, and there is only one thing they make and you 
can just divide it up in units, But where you have the difficulty with 
cost is where you have the airplane or the railroad train hauling sev- 
eral classes of traftic, and you try to determine the cost of one of those 
classes or traffic, and there, as I pointed out this morning, you have 
in our case 90 percent of our total costs which must be distributed on 
some sort of an arbitrary basis between the four classes of traffic. 
There is no way that you can say, “This is the cost of carrying the 
mail.” You have to go through a very elaborate accounting process to 
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do it. And so you do have those distinctions in types of cases, an: 
the one that I am particularly concerned with is this allocation 
problem. 

Mr. Bennett. But no matter how you try to eliminate it, as a prac- 
tical matter is there ever any way of getting around the fact that actual! 
cost is the main essential factor in determining a rate, the cost of opera 
tion ? 

Mr. Treron. The economists and cost accountants call a busines- 
like the airlines a joint-product industry; in other words, an industry 
that by one action produces may kinds of things. 

Now, in those cases, it is generally recognized that you cannot de 
termine cost for the purpose of fixing prices. I refer you to the testi 
mony of Professor Taggert, who is, I believe, of the University of 
Michigan, whose testimony appears in the Senate hearings, who dis- 
cussed this point with a lot more expertness than I ever could, and 
pointed out that where you have a joint-product industry you cannot 
determine costs with sufficient precision to use them for fixing prices. 
You can use them for purposes of analysis and that sort of thing, but 
you cannot do it for the purpose of fixing prices. 

Mr. Bennett. But if I'said to you as an air carrier, and I was on the 
‘ate-making board and you came in for a rate, “Do you agree that this 
rate would cover your costs of production and give you a fair return 
on your investment,” and you said, “Yes,” would that not end the 
situation and would that not be all you would expect ? 

Mr. Tieton. I would go beyond that, as has been done in many 
cases, and say that, “First, I can’t be sure what my cost of perform- 
ing this service is, because it is based on allocations which may or may 
not be sound; and second, in addition to cost, I would urge that the 
matter of the priority of the mail, for example, the ability of the Post 
Office Department to fix the schedules, the speed with which the mail 
is going to be transported, and a variety of other factors, should be 
taken into aecount, too.” 

Mr. Bennett. But would you come out at any different result, and 
would you get a higher rate if you used, or said to the Commission 
or the Board, “You have got to give a rate that is fair and reasonable” ? 
Would you, in the final analysis, come out at any different point than 
if vou said, “You have got to give this airline the cost of operation 
plus a reasonable return on their investment”? 

Mr. Treron. Well, that is a hard one to answer, I referred to the 
Interstate Commerce Commission decision this morning, the 1928 de- 
cision, in which they had cost studies where at one extreme it said the 
railroads ought to have a 26 percent increase in rates and the other 
extreme said that they should not get any increase at all, that they 
were already getting too much money. You had four cost studies 
and they were that far apart. In view of the fact that competent 
accountants can get that far apart in determining what is the cost of 
transporting mail, IT cannot answer with any degree of precision as 
to what. in dollars and cents, or even in general, would be the result 
of considering these elements other than cost. 

Mr. Bennetr. But in the case you cited, what the Commission 
finally did was to divide the thing, and they compromised on an in- 
crease of 15 percent, and that is about a middle ground between the 
two extremes, is it not? 
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Mr. Trpron. Well, it came close to being a middle ground, but they 

did not say that that is what they were doing, and they were pretty 
critical of the results of the cost studies generally; and I think a 
major reason for not leaning too heavily on costs is the very fact that 
you cannot come close to determining it with precision. 
” Mr. Hesevron. At this point, I would like to read into the record 
the only thing I have ever been able to find from the Department of 
Justice on this matter of costs and rates, part of a letter to the chair- 
man of the Senate committee dated July 2, 1951: 

Whether the bill should be enacted involves a question of policy concerning 
which this Department prefers not to make any recommendation. The De- 
partment is inclined to the view, however, that it is probably in the public interest 
to have an immediate complete cost study for all air carrier transportation, and 
that such cost of transportation be made the basis for any future subsidy pay- 
ments. Also, that it is probably advisable that any such subsidy payments by 
the Government be separated from any mail pay, and that air rates be based 
upon the cost of such transportation. 

I took the emphasis that they put in that letter on the use of cost, 
not necessarily as determining the compensatory feature, but as deter- 
mining what subsidy payments shall be made. I think that is rather - 
an important point. 

Mr. Hrnsnaw. I would like to agree with my friend from Massa- 
chusetts that it is a very important point, and to point out that what 
he is talking about here is the difference between compensation and 
subsidy. That is where the question of subsidy arises, but that is only 
20 percent of the problem. The other 80 percent is on compensation. 

In view of the fact that we have both subjects to consider at one 
time, in trying to write proper language connecting the two it is worthy 
of a very close and careful study as to what the exact language should 
be, in order that the bill be unchallengeable in the courts; the bill could 
be unchallengeable, whether the rates are challenged or not. 

Mr. O'Hara. I have one more question, Mr. Chairman, and then 
I will be through. 

Mr. Tipton, of course we have been talking about separation of air 
mail pay from subsidy, to which I think all of us agree, and I under- 
stood that you agreed that there should be a separation. But, of 
course, it is important that we write legislation that, first, is consti- 
tutional and will stand up in the courts, and whatever the factors are 
to be considered as compensatory to the airlines carrying the mail be 
fair, so that whatever is charged as subsidy would be fair; is that 
not true? 

Mr. Tieton. I think that that is a very important element, Mr. 
O'Hara. Those carriers that receive a subsidy—and that subsidy is to 
be published—they are entitled to have a fair compensatory rate 
fixed so that their subsidy will not be larger than it should be. I 
think that that is important to do, because the carrier is entitled to 
have his subsidy at as low a figure as is proper. 

Mr. O'Hara. When we get all done, this will not make any distine- 
tion or will not make any saving, necessarily, in the matter of pay- 
ments, except that it will be divided, and instead of being air mail 
pay, it will be separated into subsidy and the actual compensatory 
airmail pay. Is that not true? 

Mr. Treron. That is as I understand it, that it will not result in a 


saving. 





166 AIR-MAIL SUBSIDIES 


Mr. Heserron. Is it not true that $9 million refunds have been paid 
by the domestic airlines ¢ 

Mr. Tirron. I suggest, Mr. Heselton, that has not the slightest 
relationship to subsidy separation legislation. 

Mr. Hesevron. I disagree with you. That has a direct relation- 
ship to it, and it shows how much, at least in degree, of unjustifiable 
subsidy had been paid. 

Mr. Trpron. Now, I do not want to take too much time on it, but I 
do want to argue with that conclusion. This $9 million, it was not 
broken down by the Board and I cannot break it down right here, but 
that $9 million resulted not from any magic wand of subsidy separa- 
tion, but it resulted from operation of the airlines with the finest 
equipment they could get, and under the most efficient conditions they 
could create, so that they drove their costs down to the point where 
the Board could reduce those rates. It was not an effect of subsidy 
separation ; it was a matter of cost reduction. And I just do not think 
that there is any relationship between those cost reductions and sub- 
sidy separation. 

Mr. Harrts. Mr. Chairman, may I ask a question ? 

Mr. Tipton, had not the airlines conducted their industry, and their 
business, in such a way as to bring about that effiicient operation and 
reduce costs in operation, this refund spoken of here as part of the 
subsidy would not have been made, would it ? 

Mr. Treron. That is exactly right. That is exactly right. The air- 
lines went out and bought, since the war, about $700 million worth of 
brand new equipment, the best transport equipment you can get, and 
with that equipment and with good traffic loads we have had in the 
past 2 or 3 years, they have pushed their costs down, notwithstanding 
the fact that the prices they were paying for things were going right 
up like that [indicating]. 

Mr. Harris. Now, I want to go back to the basic difference of opin- 
ion here. Is it not the issue before us here the question of determining 
cost, determining ¢ ompensatory rate / 

Mr. Tieron. That is ex: ictly right. The question is: What is a fair 
rate ? 

Mr. Harris. Is it not more than that; not only what is the fair rate, 
hut how the fair rate is determined? 

Mr. Treron. That is quite right. 

Mr. Harris. Is that not the issue? 

Mr. Treron. That is the issue. 

Mr. Harris. And the Civil Aeronautics Board and proponents of 
some of these bills have the opinion that the determination should 
be made on the basis of cost in the operation ? 

Mr. Treron. That is correct; cost, and cost alone. 

Mr. Harris. The other viewpoint is that costs should be taken into 
consideration, but other factors as well should be considered in making 
the determination of what is a compensatory rate ? 

Mr. Trpron. That is exactly the situation. 

Mr. Harris. Now, that is what you have directed your entire testi- 
mony to today, with the exception of some suggestions on how the 
Senate bill should be amended ? 

Mr. Treron. That is correct. 

Mr. Harris. Now, then, how, under present law, have these deter- 
minations been made? 
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Mr. Treron. Under the present law, the determinations have been 
made under section 406 (b), which provides standards which permit 
the inclusion of some subsidy in the mail compensation, if that sub- 
sidy is needed to develop the air transport service. In its decisions 
in the Big Four case, the Board stated there that it was basing the 
rate on cost. Now, that is the only indication we have at the present 
time of the method of fixing compensatory rates. 

Now, that is a principle, and the carriers agreed to that rate, but 
they did not agree to the principle that the Board stated in its opinion, 
and we hope that this committee will not feel that it is bound to follow 
the Civil Aeronautics Board determination in that one case. 

Mr. Harris. In other words, in the Big Four case, the result was 
satisfactory from the standpoint of industry, as well as it might have 
been from the standpoint of the Government agency. But the method 
of arriving at the result was objected to by the industry ¢ 

Mr. Tireron. That is correct. 

Mr. Harris. Is it the fear of the industry that some different case 
may be determined, in which the same method is used, which may be 
very unsatisfactory / 

Mr. Tieton. That is correct; that is the fear. 

Mr. Harris. Which method, as an ultimate result, would provide 
the better service, in your opinion ? 

Mr. Trrron. I think the method that would provide the better 
service is the method which does not involve complete reliance on 
cost, because you have to recognize what that cost standard does. If 
you say the rates shall not exceed the cost, that means that a carrier 
does not have any real incentive to drive his costs down, like these 
carriers have been doing, and made the Government $9 million. If a 
carrier reduces cost he is going to have to have his rate cut because the 
statute says, “shall not exceed cost,’ and it does seem to me that 
characteristic of it, would result in better service. A statute based on 
the Railway Mail Pay Act would result in better service. 

Mr. Harrts. Now, which method would have for its purpose the 
better program of maintaining and continuing the development of 
air transportation ? 

Mr. Tirron. I would say that the method that I have been suggest- 
ing would carry that out better, for the same reasons that I mentioned 
a moment ago. 

Mr. Harris. There is one other question: Which method would be 
more expensive in the payment of subsidies, or can that be determined ? 

Mr. Treron. That requires a good bit of speculation, and you cannot 
answer if precisely, but it seems to me that legislation ought to be 
directed toward making the carriers, at least go as far as you can in 
making the carriers bring those costs down. That is the way you 
develop the business, get the costs down, and expand the business. 
That is what we have been doing over these many years, is getting the 
costs down. 

Now, if you write in a principle that includes no incentive to get 
costs down, then it seems to me we are going in the wrong direction. 

Mr. Harrts. I got the definite impression that the Civil Aeronautics 
Board contends that the other method would be less expensive, insofar 
as Government subsidy is concerned. 

Mr. Hixsnaw. Will the gentleman yield to me? 
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Mr. Harris. I would like to hear him comment on that, because 
Mr. Nyrop did make a very definite point on it, and I think it is a 
very important matter in connection with this issue, and this is the 
crux of the whole issue. 

Mr. Hrinsuaw. I think the Board has recommended the cost stand- 
ard as it now appears in S. 436. They have come to that conclusion 
conscientiously, and they must have concluded, that that was in the 
best interest of the industry, in their opinion. In that respect, it is 
unfortunate, but we disagree with them. 

Mr. Harris. I also remember that we were told that they had been in 
consultation with the Post Office Department and the Bureau of the 
Budget, and expect to have a recommendation up here in the next few 
days. 

Mr. Hrnsuaw. I will just ask permission to quote from Mr. Nyrop’s 
testimony before the Senate committee on January 27, 1951, on this 
subject of cost, which I think is quite important. He says: 

Costs in the airline industry are particularly subject to wide fluctuations over 
relatively short periods of time, as demonstrated by the charts, A and B. This 
is attributable, we believe, to three factors: (a) the rapid technological changes 
in aviation, together with the unpredictable timing of the impact of particular 
developments, are a major factor in this instability: (>) the impact of changes 
in traffic volume oftentimes caused by unforeseeable changes in national economic 
activity, and that has a significant relation to the cost; (¢) changes in general 
economic conditions and levels of wages and prices are additional factors which 
have a marked effect on operating costs, and must be given recognition in rate 
adjustments when they occur. 

The relatively small profit margin above cost resulting from the high ratio 
of operating cost to investment, peculiar to this industry, provides little protec- 
tion against a sharp fluctuation in cost, as shown by the cost charts. 

That is one point that you come into on this question of cost. If they 
fluctuate as rapidly as the Chairman of the Board indicates, then you 
are going to have to flop around with rates to follow these fluctuations. 
It isa very difficult thing to do, of course. 

Mr. Harris. Now, Mr. Tipton, what effect, if any, in your opinion, 
will the subsidy separation from mail pay have on the service of smaller 
localities throughout the country ? 

Mr. Tirron. I would anticipate that if the contract provision which 
I discussed this morning, were maintained so that these small carriers 
that serve the small communities would have some stability in their 
operation, their service to those communities would not be impaired 
by subsidy separation. However, I am just as clear that if the con- 
tract provision is not maintained, their service will be very seriously 
impaired because of the hand-to-mouth existence that they would have 
to undergo. ‘ 

Mr. Harris. Now, I assume that you are for treating international 
‘arriers and their mail payment differently from domestic carriers? 

Mr. Tirron. I am. 

Mr. Harris. Which is another direct conflict with the viewpoint of 
the Board. 

Mr. Tieron. That is quite correct. We disagree with them on that 
point. 

Mr. Harris. In connection with that one point, you favor the pro- 
vision as is provided in the Senate-passed bill ? 

Mr. Tipron. We would favor the elimination from subsidy separa- 
tion of our United States international carriers, completely, leaving 
them as they are under existing law. 
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On the other hand, if the committee determines that subsidy separa- 
tion must take place, notwithstanding the problems which can be 
discussed, then we would say that the Senate bill proposal is about 
the best proposal that can be put forward. 

Mr. Harris. But you would prefer leaving it as it is at the present 
time, today ¢ 

Mr. Treron. That is right. 

Mr. Harris. That is all, Mr. Chairman. 

The Carman. Thank you, Mr. Tipton. 

I understand Mr. Beckworth has a question. Just a moment. 

Mr. Beckworrn. Mr. Tipton, I am impressed with your statement 
about there being an incentive to bring these costs down, and certainly 
that incentive ought to be in existence when we pass this legislation. 
On the other hand, unless the airline and unless the CAB have a very 
definite opinion of what the costs are at a given period, you would not 
know when you brought them down, would you ¢ 

Mr. Treron. When I referred to costs there, and similar examples, 
what I was referring to, and the standard that both the Board and 
the carriers use, is the over-all cost of the total operation. We, of 
course, know that, and the Board is constantly familiar with it, be- 
cause we file reports which show in terms of unit costs or over-all costs 
what it is costing to run the airline. But we do not break down, as a 
regular matter, the costs of carrying passengers or cargo or excess 
baggage or freight, or the like. When I referred to getting our costs 
down, I was talking about the whole level. 

Mr. Beckworrn. I surely realize the difficulty in arriving at an 
accurate figure as to costs. On the other hand, I refuse to believe that 
it is an insurmountable problem for the simple reason that there are 
lots of businesses in our country that have unusual structures which 
doubtless bring about the same kind or kindred problems that you are 
referring to here. Without having a pretty accurate concept for a 
given period, I can see, in line with what Mr, Hinshaw read a moment 
ago, that there is room for variation, and it might be some time after 
the variation takes place before you could know exactly what kind of 
variation it was. 

On the other hand, I do believe that there is a way to get at that 
problem reasonably accurately, and feel it is very necessary. 

There is one other question. How much division does there exist 
within your organization as to these various provisions of the legis- 
lation? For example, in regard to cost that you have been discussing 
now, does every member of your association, as far as you know, 
agree with what you have said about the cost issue ? 

Mr. Tieron. They do. 

Mr. Beckwortu. Are there any major provisions of the bill, other 
than the international one, that we talked about a whole lot, that there 
isa great deal of disagreement within your organization about? 

Mr. Treron. No; there is not. The position with respect to the leg- 
islation that I set forth in my statement is agreed on by the industry. 

Mr. Beckworrn. One other question. You are familiar with the 
bill that the House passed, and I know that you have watched it very 
carefully. Are there many varying viewpoints with reference to the 
provisions of the bill the House passed, within your association ? 

Mr. Tieton. No; I should say not. 
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Mr. Becxworrn. Will you permit me to interrupt there? Some 
of the provisions of the bill the House passed doubtless your organi- 
zation takes exception to. 

Mr. Treron. That is correct. 

Mr. Becxworrn. With reference to those, do all of the members, 
as you understand your organization set-up, seem to agree ‘ 

Mr. Tirron. They do. 

Mr. Beckwortn. That is all, Mr. Chairman. 

Mr. Bennett. I have one or two questions that I would like to ask, 
to clarify in my own mind this matter on the differenec that this 
legislation will make in the arrangements that are being followed 
now. 

As I understand it, the intent is to compensate the air carrier for the 
transport of mail, and to give him a reasonable profit. The subsidy 
part comes in, then, as it ‘relates to the other operations of the air- 
lines. In other words, the passenger transportation is involved. So, 
to put a specific case, if an airline has got a rate which compensates 
it for carrying air mail, and gives it a reasonable profit, but it is 
losing $1 million a year carrying passengers, then it would apply to the 
CAB for $1 million to compensate it for that loss. Is that a fair 
statement / 

Mr. Tirron. Yes; I think that that is a fair statement. The com- 
pensatory mail rate would be made, and then a determination, under 
the bill, would be made as to how much additional income the carrier 
needs to continue to develop his business, not only in the interests of 
the passengers and the commerce, but in the interest of national de- 
fense and the other standards stated in there. Then that part above 
the compensatory rate would be clearly denominated a subsidy, and 
would be appropriated as such by the Appropriations Committees and 
Congress. 

Mr. Bennett. Would that subsidy, under the Senate bill, include 
also a reasonable return on the investment ? 

Mr. Tipron. Yes, it would. 

Mr. Bennett. So that you would be doing two things: You would 
be paying on an actual cost basis. if the S Senate bill “passed, plus a 
reasonable return, for the mail transportation, and then paying them 
enough so they would offset their loss, whatever it might be, on 
passenger traffic or other traffic, and come out with a re: asonable re- 
turn on their investment from that activity ? 

Mr. Trrron. That is correct. 

Mr. Bennerr. Now, do the contract provisions here apply to sub- 
sidy only, or do they apply to the air mail rates as well ? 

Mr. Tieton. It applies to subsidy only. 

Mr. Bennerr. So that the rates, once fixed, apply on a day-to-day 
or vear-to-vear basis ? 

Mr. Tieton. That is right, and they would apply until the Board 
changed them. 

Mr. Bennerr. And the subsidy applied on the basis of 1- or 2- or 
3-year contracts ? 

‘Mr. Trpron. That is right. 

Mr. Benner. That is all. 

Mr. O'Hara. Mr. Chairman, I have one or two questions that I 
would like to ask this gentleman. 
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Mr. Tipton, is there any question in your mind but what there will 
be a feeling among the industry, of those who are classified as sub- 
sidized by the Government—I mean, I agree with the separation, and 
1 think it will have perhaps some effect of causing some of them to try 
to operate more efficiently. On the other hand, those who are awarded 
subsidies, when the separation actually takes effect, are going to be 
classified as those who are subsidized; and in your opinion, would it 
or would it not amount, in some part, to a stigma upon that airline? 
| mean, they are not going to be happy about it, and perhaps stigma 
isa little strong word. 

Mr. Trretron. I think that there is much in that, Mr. O'Hara. They 
shouldn’t, because that subsidy unquestionably will arise out of the 
necessity of serving smaller communities where the traffic is thin, and 
it is not going to be a subsidy to the airline. They are not going to be 
uble to keep the money, so to speak; they will provide service with it. 
They should not, therefore, feel that there is any blame or any stigma, 
as you say, on the basis that they receive a subsidy, but my guess 
would be that there will be some of that feeling. 

Mr. O'Hara. Now, let me ask you this question, Mr. Tipton, with 
reference to what is the practical situation. 

Here is airline A, we will say, that the Board fixes a rate of 45 
cents for, or whatever it is, for carrying the mail. After they have 
determined that, then anything that is required to operate that air- 
line above that is subsidy, is it not, and it will be classified as subsidy ¢ 

Mr. Treron. That is correct. 

Mr. O'Hara. What I am trying to get at is the practical side of this 
and I know you can be helpful to me in my thinking. Suppose, on 
the Ist of January, the CAB fixes the rate of airline A at 45 cerfts 
for carrying the mail. Along comes a wage increase problem which 
adds $1 million or $2 million to the cost of the operation of that air- 
line. Along come other factors where, in reconsideration of that 
matter, the Board would have granted a higher rate for carrying that 
mail. But when do they get to the point of reconsidering? After 
the year isup, or what? Dothey start in on the first of the year operat- 
ing at 45 cents? 

Mr. Treron. The rate that the Board fixes in its order is established 
to prevail until the further order of the Board. If I find that I have 
encountered steep cost increases, over-all cost increases such as you 
have described, and it looks like my mail rate is not high enough, 
then I would go in and file an application for an increase of rate; 
and then the Board, after considering that, could fix the rate back 
to the date of my application for an increased rate. That could be 
done under the bill. They could not go further than that, but they 
could change the rate as of that date, if you can convince them that 
vou are entitled to an increase of mail rate. 

Mr. O'Hara. What I am getting at is, when we have this separa- 
tion of air mail pay from subsidy, here is an airline that, after the 
rate is fixed, is confronted with wage increases or confronted with the 
necessary purchase of equipment, new equipment or other factors, 
which change that whole picture for that particular airline. Now, 
what disturbs me, in fairness to that airline, is that those factors 
could not be taken into consideration when the mail rate was fixed, 
but would that only be upon review or an application for an increase 
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Mr. Tieton. Application for increased rate, that is right. 

Mr. O'Hara. Thank you. 

Mr. Harris. May I ask this one further question ¢ 

Mr. Tipton, do you have any statement or any information any- 
where as to how, from your viewpoint, you would have arrived at 
the figure in the Big Four case ? 

Mr. Tieron. No; 1 do not have such a statement. I was not actively 
in that case, so I do not have any statement as to*how L would have 
arrived at that rate. 

Mr. Harris. What I was trying to find out was just some applica- 
tion that you would apply to arriving at the fair and reasonable rate 
and compensatory rate under the method that your industry recom- 
mends. 

Mr. Tirron. Applying the principles that I have discussed, to the 
Big Four mail rate case, your inquiry is whether we have anything 
written down which would show how those principles would have 
worked if they had been applied in the Big Four case ¢ 

Mr. Harris. Yes; or a statement as to how you would arrive at 
some particular case that might arise. 

Mr. Tipton. No; I have no such statement. 

Mr. Harris, Could you provide us with that? 

Mr. Tirron. Yes; I will do my best to do that. I will do it 
promptly. 

(The information requested was not furnished due to the length of 
time necessary to make a compilation. ) 

The Cuarmman. Thank you, Mr. Tipton. 

Mr. Tireron. Thank you, Mr. Chairman and members of the com- 
nyittee. 


STATEMENT OF HON. JOHN F. KENNEDY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MASSACHUSETTS 


Mr. Kennepy. Mr. Chairman, my statement is very brief, because 
the committee gave me an opportunity to testify 2 years ago when 
the legislation was first being considered. 

I want to associate myself with the statement of my coleague, Mr. 
Heselton, of Massachusetts, yesterday, on the weakness of the bill 
that passed the Senate. 

I, of course, have been a supporter of this legislation from the 
beginning. I introduced the first comprehensive airmail subsidy 
separation bill on February 21, 1949, the day the Hoover Commission 
made its report to Congress recommending, among other things, 
separation of the hidden airline subsidies from compensation for 
the cost of carrying air mail. 

In the Eighty-second Congress I introduced the bill, the one on 
which you had hearings, and I will briefly describe the four bills 
which I introduced in this Congress. 

The first is H. R. 505. This bill is the same as originally intro- 
duced, H. R. 2908, which was endorsed by 12 out of 13 witnesses be- 
fore your committee at your hearings in the Eighty-first Congress. 
It is the strongest bill of the lot. The second is H. R. 506, This is 
verbatim the same as the House committee bill H. R. 9184, reported 
favorably by your committee by a vote of 15 to 2 on August 31, 1950. 
To my original bill amendments were proposed covering 15 of the 17 
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objections raised by the CAB against my original bill, and this bill 
plus these 15 acconunodating amendments were introduced as a clean 
bill by my colleague from Massachusetts, Mr. Heselton, and this is a 
bill which, with very few changes, your committee reported out. 

Now, H. R. 507: This is verbatim the same bill, adjusted for dates, 
as the bill which passed the House of Representatives unanimousl 
on December 12, 1950. Three important, and four minor ee. 
ments were put into this bill as the result of an informal conference 
called by Mr. Beckworth on the morning of December 7, 1950. I 
should like to point out that the amendment to limit eligibility to 
apply to the CAB for subsidies for national defense and other pur- 
oses to airlines holding mail certificates was opposed in a telegram 
of December 11, 1950, addressed to me by Under Secretary of the 
Air Force, John A. McCone, and was also opposed in a letter of 
December 12, 1950, addressed to me by the Postmaster General, Mr. 
Donaldson. In Mr. MeCone’s telegram he said: 


The position of the Air Force has been and still is to encourage and support 
all legislation which will help to establish and maintain a healthy airline in- 
dustry; while the Air Force has not had an opportunity to review H. R. 9184 
in detail, it is the Department's feeling that a limitation to exclude some types 
of certificated air carriers from the possibility of subsidy payments should the 
national interest so require would be contrary to the established policy of the 
Air Force. 


I should like to ask unanimous censent to put this telegram from 
Mr. McCone, and the letter from Mr. Donaldson in the record at 
this point. 

The Cuarrman. Without objection it may be done. 

(The telegram and letter above referred to follow :) 


Wasuineton, D. C., December 11, 1950. 
JoHN F. KeENNepy, 
House of Representatives, 
Room 322, House Office Building. 

Reference your telegram December 10 on the air mail subsidy separation bill 
H. R. 9184, our view is as follows: The position of the Air Force has been and 
still is to encourage and support all legislation which will help to establish and 
maintain a healthy airline industry; while the Air Force has not had an oppor- 
tunity to review H. R. 9184 in detail, it is the Department's feeling that a limita- 
tion to exclude some types of certificated air carriers from the possibility of 
subsidy payments should the national interest so require would be contrary to 
the established policy of the Air Force. 

Joun A. McCone, 
Under Secretary of the Air Force. 


OFFICE OF THE POSTMASTER GENERAL, 
Washington 25, D. C., December 12, 1950. 
Hon. JoHN F. KENNEDY, 
House of Representatives. 

Drark CONGRESSMAN : This is in reply to your telegram of December 10, 1950, 
concerning H. R. 9184. 

The Department should not be required to tender mail to air carriers certifi- 
cated for purposes other than the needs of the postal service. The present lan- 
guage of H. R. 9184, page 4, line 12, “certificated air carriers,” would protect the 
Post Office Department from being required to tender mail and pay for services 
not actually required. 

The Civil Aeronautics Board would be required to determine whether such 
nonmail carriers were entitled to subsidy support and to pay any subsidy from 
appropriation for that purpose, without involving the Post Office Department. 

Sincerely yours, 
J. M. Donatpson, Postmaster General. 
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Mr. Kennepy. The next is H. R. 508. This is the bill which I 
would like to recommend. It is the same as the strong committee bil] 
of the Eighty-first Congress adjusted only for dates and only for in- 
clusion of the so- called Brown amendment in the cost- allocation sec- 
tion, which still requires a full allocation of the cost of airlines among 
the different air transport services rendered by them but does not 
specify the four categories. 

The gentleman representing the ATA had much to say about cost 
standards, which I think is the heart of the bill. 

The committee report—this is on H. R. 9184—Mr. Beckworth, of 
the Committee on Interstate and Foreign Commerce, had this to say 
about costs and value of the services: 

The alternative to fixing mail rates on the basis of cost is to fix such rates on 
the basis of the value of the service. It appears to be the view of most au- 
thorities that to say that a rate is based on value of service merely means that 
it is based on what the traffic will bear. 

In recent years, comprehensive studies and refinements in cost-accounting 
methods have substantially narrowed what was once considered large bodies of 
fixed costs in certain industries, with the result that the value-of-serviee concept 
has been used less and less. 

Moreover, the objection that cost standards involve uncertainties and in- 
accuracies is even more valid when made against the value-of-service standard. 

I do not want to take up the time of the committee, but I would like 
unanimous consent to include the rest of my statement in the commit- 
tee hearigs. Of course, I am in favor of legislation which will do the 
job. I think that the minimum that the Congress should accept is the 
bint that was passed by the House 2 years ago. Iam afraid that if we 
in the House accept that bill, however, that when it goes into confer- 
ence with the other body that certain sections of the Senate bill will 
be accepted as the part of a compromise, which will really not do the 
job. Therefore, I recommend that a bill similar to the bill this com- 
mittee reported out 2 years ago be sent to the floor of the House, and 
then, per haps, when we finally bring out of the Congress some legisla- 
tion which is vitally needed, it will then approach the bill which the 
House acted upon and which I think is the minimum compromise that 
this committee should accept. 

I want to thank you very much, Mr. Chairman, for permitting me 
to testify ; and, if it is agreeable with the committee, I would like to put 
the rest of my statement in the record. 

Mr. Heseiron. May I say, on that point as to which my colleague 
expressed himself in connection with the terms of the Air Force’s posi- 
tion in connection with the language of the bill, as to who should be 
eligible, I looked the record over, and I find, as Mr. Kennedy has 
indicated, that they have taken a very strong and very consistent 
position. With that in mind I addressed a letter to Secretary Fin- 
letter yesterday afternoon asking him to give their current position as 
to eligibility. 

I would like to ask uanimous consent to place my letter and Mr. 
Finletter’s reply ‘in the record esmadincely after my colleague's 
statement. 

The CHarran. All right. 

Mr. Hesevron. Then, when that letter comes back from Mr. Fin- 
letter, that may be inserted. 

The Cuamman. Without objection, it is so ordered. 
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Mr. Kennepy. I think that that is an important point, that the elig- 
ibility for subsidies not be confined merely to those who have certifi- 
cates as carriers of air mail. All of this legislation provides that 
subsidies should be granted to those engaged in national defense and 
commerce, as well as carriers of air mail. Therefore we should not 
confine the eligibility to receive subsidies only to those who happen 
to have a certificate to carry the mail. 

Mr. Hesevton. Might I ask this question, Mr. Kennedy: Is it not a 
fact—I realize that much of this information is available and has 
been put into the record of the Senate hearings particularly—that it 
was pointed out that the nonsubsidized airlines of this country bore 
by far the larger part of the burden in connection with the Berlin air- 
lift and Korea, and also Tokyo. 

Mr. Kennepy. Yes, sir. Most of them are cargo carriers, and the 
Defense Department needs cargo planes in connection with the na- 
tional defense. It is felt, therefore, that they should be eligible for 
the subsidy in connection with national defense. 

Thank you again, Mr. Chairman. 

(Mr. Kennedy’s statement above referred to follows :) 


STATEMENT BY CONGRESSMAN JOHN F. KENNEDY, OF MASSACHUSETTS, TO HoUss 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE IN Support or H.R. 508 
(Atr-Marl Supstpy SEPARATION ) 


Chairman Crosser and gentlemen of the committee, I had the pieasure of ap- 
pearing before you during your hearings in the last Congress. As you may know, 
I introduced in the Eighty-first Congress the first comprehensive air-mail subsidy 
separation bill on February 21, 1949, the day the Hoover Commission made its 
report to Congress recommending, among other things, separation of the hidden 
airline subsidies from compensation for the cost of carrying air mail. 

The taxpayers have a right to know where their money is going. They also 
have a right to do something about it through the Congress. Both these rights 
are denied under the present system, whereby subsidies to air! nes are hidden in 
the item in the Post Office appropriation bills entitled “Transportation of mails.” 

At the present time, by admission of the Civil Aeronautics Doard, at least two- 
thirds out of each dollar of mail pay is in reality a hidden subsidy to the recipient 
airlines, 

These hidden subsidies constitute an unfair burden on the Post Office. They 
also permit continned extravagances and high cost. I am in entire sympathy 
with the complaint of Congressman Rees that the Post Office is called on to 
finance with mail pay: “High salaries, stock warrants, and options to officers, to- 
gether with losses resulting from poor management and overexpansion are cost 
factors in establishing ‘need’ upon which mail pay is based” (H. Rept. 1958, 80th 
Cong., 2d sess.). The airlines receiving mail pay all belong to an organization 
here in Washington called the Air Transport Association of America, which has 
for several years been very active in opposing this legislation, which runs a budget 
of around $850,000 a year. Who is paying for all that? Again, the answer is 
John Q. Taxpayer. These are but a few of the extravagances that will be tapered 
off as soon as the subsidies are brought out into the open. 

In the BRighty-second Congress I reintroduced the bill wpon which you had 
hearings, and I will briefly describe my four bills: 

(1) H.R.505: This bill is the same as the original H. R. 2008, which was en- 
dorsed by 12 out of 13 witnesses before your committee at your hearings in the 
Nighty-first Congress. It is the strongest bill of the lot. 

(2) H. R.506: This is verbatim the same as the House committee bill (FL R. 
9184) reported favorably by your committee by a vote of 15 to 2 on August 31, 
1950. To my original bill amendments were proposed covering 15 of the 17 ob- 
jections raised by the CAB against my original bill, and the original bill plus 
these 15 accommodating amendments was introdneed as a clean bill by my col- 
league from Massachusetts. John Heselton: and this is the bill whieh, with very 
few changes, your committee reported out. 

(3) HL R. 507: This is verbatim the same, adjusted for dates, as the bill which 
passed the House of Representatives unanimously on December 12, 19h). Three 
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important and four minor amendments were put into this bill as a result of a) 
informal conference called by Mr. Beckworth on the morning of December 7, 1950 
I should like to point out that the amendment to limit eligibility to apply to the 
CAB for subsidies for national defense and other purposes to airlines holding 
mail certificates was opposed in a telegram of December 11, 1950, addressed 1, 
me by Under Secretary of the Air Force John A. McCone and was also opposed 
in a letter of December 12, 1950, addressed to me by the Postmaster General, 
Mr. Donaldson. Since both these messages were received too late to be co 
sidered at the time in the compromise bill which passed the House, I will inse: 
them at this time in the record. 

(4) H.R. 508: This is the bill which I now recommend. It is the same as the 
strong committee bill of the Eighty-first Congress, adjusted only for dates an: 
only for inclusion of the so-called Brown amendment in the cost-allocation se 
tion, which still requires a full allocation of the costs of airlines among the «i! 
ferent air transport services rendered by them but does not specify the fr 
categories. The chairman of the Citizens Committee of the Hoover Report i: 
telegram dated December 11, 1950, addressed to me stated that we should jor 
go beyond this Brown amendment in weakening the cost-allocation section withou 
making a wholly ineffective separation bill. I ask permission to insert that tel 
gram in the hearings at this point, as it also was received too late for considera 
tion on the floor. 

In general, I think it is extremely important that this committee stick, as 
did so well in House Report 5041 of the Eighty-first Congress, to the fully dis 
tributed cost of services rendered as the standard for mail compensation. And 
if you have cost as a standard, you naturally have to have cost allocation to 
hack it up, either full-dress cost allocation with the four categories as in H. i 
505 or cost allocation with the Brown amendment, not specifying the four cate 
gories. You have also got to set up some positive standards for granting sul, 
sidies. I think one advantage of H. R. 508 is listing national defense as No. | 
in the list of objectives. National defense is a tonic which the Civil Aeronautics 
Board has treated altogether too lightly. I see absolutely no reason, Mr. Chair 
man, for the proposals made by the Civil Aeronautics Board and the subsidized 
airlines to limit applications for subsidies to carriers holding wail certificates 
Possession of a mail certificate has extremely little to do with national defense 
The Defense Department itself has stated not only in the above-mentioned tel 
gram to me but also their letter of August 6, 1951, to the chairman of the Senate 
Interstate and Foreign Commerce Committee that they do not approve the ex 
clusion of the certificated air freight carriers or carriers certificated to carry 
passengers only but not mail. These airlines—and I think they are 12 in nun 
ber—-are extremely essential to the national defense, and they should not 
ruled to permit monopolistic control of the subsidies by the members of the 
Air Transport Association. 

Of course, this Senate bill, S. 486, was originally word for word the companion 
bill to my own H. R. 508. However, by now with the McMahon, McCarran, and 
UPU amendments it is extremely unsatisfactory. 

I have studied the suggested amendments of the Civil Aeronautics Board to 
this bill, and I will say that a lot of them make the bill even worse. For example, 
CAB wants to be not only empowered but also directed to pay subsidies to the 
airlines. I entirely disapprove of such a scheme because it would place a heavy 
moral obligation upon the Congress to appropriate as much money as the CAI 
had already obligated to the subsidized airlines. In other words, it would go 
far to taking control out of the hands of Congress of the expenditure of 
public money. 

I hear also that, to add further to the confusion among the 11 bills which 
you now have before you, the Civil Aeronautics Board is going to produce within 
the next few days a whole new bill. Of course. that is nothing new. On February 
24, 1950, they unveiled a whole new bill before this committee. At one time 
they did try to promote a further study resolution in competition with my 
original bill, but that was voted down by your committee. Then, upon the 
floor of the House on December 6, 1950, it brought H. R. 9305, a very weak sub 
stitute bill completely omitting any form of cost allocation and ineluding the 
strong suggestion that airlines be paid the Universal Postal Union rate. That 
substitute bill did not get anywhere either and was voted down by a decisive 
margin of 2% to 1. 

I challenge the Civil Aeronautics Board and the subsidized airlines to find one 
single item in H. R. 508—which is really the House Committee bill of the Eights 
first Congress—which is not 100 percent satisfactory with the recommendations 
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made for the last 3 years in a row by President Truman in his budget messages 
and with the reports of the Hoover Commission on Organization of the Execu- 
tive Branch of the Government. 

We do not have any need for weak substitute bills. We have as good a bill 
as we are ever going to get. I am happy to see the date adjusted to read July 
1. 1952, and I can see no reason for further postponement. I would be happy to 
see an amendment which includes the suggestion of the Postmaster General 
in his letter of February 1, 1952, to the chairman of this committee that he be 
empowered to contract for shipments of planeloads of mail at rates lower than 
those set by the CAB. That would be in the interest of economy and efficiency, 
and I think it would be a worth-while addition. 

This committee has take a strong position on this matter. The results have 
heen extraordinarily good. The committee produced the best report. House 
Report 3041 of the Bighty-first Congress, ever written on subsidy separation ; 
and I hope you will readopt it this year, together with H. R. 508. 


The Cuarrman. Mr. Rooney, we will be glad to hear from you now. 


STATEMENT OF HON. JOHN J. ROONEY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW YORK 


Mr. Rooney. Mr. Chairman and members of the great Committee 
on Interstate and Foreign Commerce, I wish at the outset to thank 
vou for this opportunity to appear before you and call to your at- 
tention the fact that the subcommittee on State, Justice, Commerce 
and Judiciary Appropriaions of the House Committee on Appropria- 
tions, in House Report No. 685 of the Eighty-second Congress, First 
session, stated— 

It is recommended that legislation he enacted to separate airline subsidies 
from compensation for the cost of carrying air mail. The subsidy portion, if any, 
should be paid through a separate appropriation rather than as presently handled 
through the appropriation for the Post Office Department. 

I may presume to say that it is expected that the subcommittee will 
make a similar unanimous recommendation in connection with the 
1953 fiscal year appropriation bill which will be before the full House 
Committee on Appropriations sometime later this week. 

Mr. Harris. Will my colleague yield for me to say this, which I 
think is appropriate and which ‘I think should be said at the beginning 
of his statement, that Mr. Rooney is chairman of the subcommittee that 
he speaks of on the Appropriations Committee; and consequently, as 
having been chairman of that Subcommittee on Appropriations for the 
past several years, he is in a position, 1 assume, to speak not only for 
himself but for the subcommittee. 

Mr. Rooney. Our subcommittee makes appropriations for the De- 
partment of Commerce, which includes appropriations for the Civil 
Aeronautics Board and the Civil Aeronautics Administration, 

For years I have been in favor of this separation, and have spoken 
on behalf of it repeatedly on the floor of the House. Your committee 
made an excellent report, and reported an excellent bill, in the Eighty- 
first Congress. I hope you will do the same again. 

This separation cannot be solved except by legislation. It is 
necessary to make the airline subsidies into a separate appropriation, 
chargeable to the Civil Aeronautics Board, as has been three times 

recommended by President Truman. The public has a right to know 

where, why, and how its money is being spent, and the public has no 
way of finding out under the present system of hidden air-mail 
subsidies. 
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Therefore, I hope you will report favorably H. R. 508, and report 
it without diluting it with amendments. 

Mr. Beckwortrnu. Mr. Rooney, I certainly recognize the interest 
you have taken on this question all along, and I know because of your 
experience on the subcommittee of which you are chairman, that you 
must have paid considerable attention to the difference between inter- 
national and domestic carriers. 

Do you have any opinion as to whether or not they can be dealt with 
in this legislation the same way, or not? 

Mr. Rooney. I feel, and I have felt since this matter first arose, 
that they should be dealt with in the same way. 

Mr. Becxwortnu. That is all, thank you. 

Mr. Harris. Are you familiar with the bill that was passed in the 
Senate on this subject ? 

Mr. Rooney. Yes, I have read that bill. I do not recall every single 
detail of it at the moment, but I do know that it is a bill which certainly 
dilutes the bill which was passed by your great committee in the 
Eighty-first Congress, second session. It is a bill in which for one 
thing a difference is made with regard to international air carriers. 

Mr. Harris. I realize that there is a difference in the way they 
treat the domestic airlines and the international airlines, but there is 
also a difference, a very wide difference, in the determining of com- 
pensatory rates. Now, are you familiar with that difference ? 

Mr. Roonry. I think I am. 

Mr. Harris. And you favor, then, the compensatory rates being 
determined on the basis of cost? 

Mr. Roonry. I do. 

Mr. Harrts. Instead of a fair and reasonable return / 

Mr. Rooney. I believe they should be determined in the manner 
provided in the bill, H. R. 508. 

Mr. Hinsnaw. Would you be in favor of that, Mr. Rooney, if it 
were shown that the cost of doing that would be a good deal more, 
and hence the subsidy would be higher? 

Mr. Rooney. I doubt that the subsidy could be any higher. I 
believe that the only way we are going to get at this is to get a clean 
bill such as the bill that was passed in the Eighty-first Congress; 
and unless we do that, we are just going to continue to waste time, 
and further subsidy money. 

Mr. Hinsriaw. In the current testimony that is being heard from 
Mr. Tipton, it is stated that the probable additional cost to go into 
that accounting change would amount to something like $8 million 
for all of the airlines, annually, over and above the current costs. 

Mr. Roonry. As far as I am personally concerned, I would not 
permit that to stand in the read of this necessary and economical re- 
form. This is a reform that the President wants, that the great 
majority of the Congress wants, and that the public wants, and that 
matter of accounting costs can be taken care of in due course whether 
or not it is going to cost $8 million or should cost $8 million. 

Mr. Hrysnaw. Of course, there is the question, also, as to the 
right. of the Congress, or any legislative or administrative group, to 
override the courts in that matter, too, and you understand that? 

Mr. Roonry. I do. 

Mr. Hrnsnaw. Because, after all is said and done, the courts have 
the final say in these rate cases. And so, after all is said and done, 
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we cannot violate the Constitution of the United States and get away 
with it. 

Mr. Roonry. This is not a question of violating the Constitution of 

the United States. Now that you brought me out into this field, I 
‘will fairly tell you, as far as I am concerned, the airlines have been 
getting away with too much of the public money for too many years, 
and any reform is a good one. 

Mr. Hinsuaw. That is the gentleman’s view. 

Mr. Harris. I have just one other question, What you are pri- 
marily interested in is bringing about a separation of mail pay and 
subsidy ? 

Mr. Rooney. Ex cactly, so ; that the public can see fairly what is what, 
and how much we are paying for carrying the mail; and then we may 
come to the point where we find that the mail can be carried by others 
than certain people cheaper than it is costing to carry it now. 

Mr. Harris. I must say this, in response to that: You must deter- 
mine that there are other reasons for air mail transportation than 
merely to carry the mail. 

Mr. Roonry. That is true. There are some four or five other 
reasons, as I recall. 

Mr. Harris. Then you know in determining the type of legisla- 
tion for that purpose, we have got to consider these other matters in 
connection with it. 

Mr. Rooney. Yes, and I think it should be definitely determined 
what the costs of these various other reasons are, the transportation 
of passengers, the transportation of freight, and so forth. 

Mr. Harris. In determining these costs, do you think that this com- 
mittee should provide a different method for aviation than we have, 
for instance, for other types of mail transportation ¢ 

Mr. Rooney. I think that you should determine it on the basis of 
2 method which was contained in the bill to which I referred, passed 
by the House in the Eighty-first Congress, second session. If you 
Will recall, at that time—I'am not sure at the moment whether or 
not you were present, Mr. Harris—my memory is not always the 
best—Mr. Beckworth was the chairman, and Mr. Hinshaw was pres- 
ent, and we had quite some lengthy discussions in trying to work out 
a bill. 

Mr. Harris. I think the gentleman must know that I proposed a 
substitute on the floor of the House which brought about the informal 
committee meeting, If you remember. 

Mr. Rooney. I should remember that. This was a meeting at 
which we tried to iron out all of the differences, and I thought we 
arrived at a fairly good bill: certainly a real bill for the public ‘benefit 
as compared with the one passed in the other body. 

Mr. Beckworrn. With reference to any study that you have made 
in your committee, although it be quite limited, have you been able, 
Mr. Rooney, to get any statement from the officials of the CAB that 
points out a contrast between the difficulties that they would have in 
separating subsidy from air-mail pay for domestic lines as compared 
with international lines? 

Mr. Rooney. No, not at all. 

Mr. Beckworrn. I know personally that you have been very much 
interested in this question of money, how much of it is going into 
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various types of operations, and how much can be saved, which js 
what I personally am interested in. But one thing that has bothered! 
me considerably, and I admit that I do not have all of the facts on it. 
is whether or not we can deal, in the best interests of our Government, 
with both types of lines, and I speak of international and domestic, 
in the same way. 

Mr. Roonry. I think so. 

Mr. Beckworrn. Any enlightenment we can get along that line, | 
am very much interested in having. 

The Cuarrman. Thank you, Mr. Rooney. 

Mr. Roonry. Thank you for your kindness and your courtesy, Mr. 
Chairman and members of the committee. 

The CHairman. We appreciate your remarks. 

Gentlemen, our colleague, Mr. Heselton, has a very important grou) 
from his own college, I believe, and members of the Amherst College 
junior class, I believe. 

Mr. Hesevron. Mr. Chairman and my colleagues, these young men, 
and the wife of one of the young men, are members of the senior and 
junior classes at Amherst College, my own college. They are from 
the economic department. They are taking 3 days, as I understand it, 
of their spring vacation to come here to Washington to visit around 
in the various agencies of Government, and also today they have their 
opportunity to visit with a congressional committee. 

I appreciate very much your willingness to note their presence. 

I might say, for the benefit of those who are interested, I understand 
they have come from an interview with Mr. Morison, in the Depart- 
ment of Justice, and know all about fair-trade laws. 

The CuHarrman. We are very glad to have your group here with us 
to listen to the intricate testimony given by a very important person 
today. 

Mr. Hesevron. They*will stay as long as they can. 

The Cuarmman. We will meet tomorrow morning at 10 o'clock, and 
I hope we will make a little more progress than we have been doing, 
because we will run into a dead end if we do not get some headway 
made on this. 

(Whereupon, at 3:50 p. m., the hearing was adjourned until 10 
a.m., Wednesday, March 26, 1952.) 
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WEDNESDAY, MARCH 26, 1952 


Hovsr or Represen TATIVES, 
ComMrrree ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10 a. m., in room 
1334, New House Office Bulding, Hon. Robert Crosser (chairman) 
presiding. 

The Cuatrman. The committee will please come to order. 

Mr. John M. Redding, Assistant Postmaster General will be the 
first witness this morning. 


STATEMENT OF JOHN M. REDDING, ASSISTANT POSTMASTER 
GENERAL, ACCOMPANIED BY ARNE C. WIPRUD, ASSOCIATE 
SOLICITOR, POST OFFICE DEPARTMENT, WASHINGTON, D. C. 


Mr. Repptne. Mr. Chairman and gentlemen of the committee, my 
name is John M. Redding, Assistant Postmaster General. 

On March 15, 1952, the Postmaster General received a letter from 
the chairman of this committee requesting specific recommendations 
with reference to a single bill pending before your committee relating 
to subsidy-separation legislation. My statement is in response to that 
letter and will deal specifically with the provisions of S. 436 as it 
passed the Senate, although we also feel at the Post Office Department 
that H. R. 508 is acceptable to use with a few minor changes, and I 
would say in regard to that that H. R. 508, in the light of the statement 
we have to make here, would be completely satisfactory. 

At the outset, I want to state that there is no major disagreement 
between the Civil Aeronautics Board and the Post Office Department. 

Both agencies are wholeheartedly seeking to achieve the goal of 
actual separation of subsidy from mail pay. 

In fact I would like to express on behalf of the Post Office Depart- 
ment our appreciation of the efforts and the progress that has been 
made by Chairman Nyrop and the members of the Civil Aeronautics 
Board in this field. 

The CAB’s report to Congress which sought to administratively free 
air-mail pay from subsidy was a big step in the right direction. It 
was a distinct achievement, especially under the limitations imposed 
by existing law. That report laid the groundwork for the interchange 
of views between all interested governmental agencies which enables 
us today to present a united position on proposed subsidy-separation 
legislation. 
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The Post Office Department has urged consistently that air-mail 
rates be freed from subsidy. 

We feel and have felt, that the break should be absolutely clean. 
Therefore, we have decided to use the phrase—in speaking of this— 
“subsidy-free air-mail rates.” 

As a result under this philosophy the Department will not com- 
ment on subsidy elements of the proposed legislation. 

Once the subsidy element is eliminated, air-mail rates would be estab- 
lished by the Civil Aeronautics Board in a manner similar to those 
established, for instance, by the Interstate Commerce Commission for 
the transportation of mail by rail. 

This done the Post Office Department will be on par with other 
shippers who use airplanes for their products and mail will move in 
the most efficient and economic manner in accordance with postal 
needs. 

In the Department’s view, an overriding issue raised by S. 436, as 
passed by the Senate, relates to the provision limiting the Postmaster 
General's control over the movement of mail by air. 

This provision would compel the Postmaster General to tender 
mail, if it moves by air, to a high rate carrier though there be a com- 
peting carrier offering exactly similar service at a lower rate. 

This would be accomplished by the provision in S. 436 which would 
amend section 405 (g) of the Civil Aeronautics Act by providing: 

* * * [the Postmaster General] shall not delay mail or withhold mail from 
an air carrier because the rate for the transportation of mail payable to such 
carrier may be higher than the rate payable to a competing carrier. 


This provision seems to be inspired by a fear that under the bed is 


a boogeyman. 

There is no boogeyman. 

But because there is a fear that such a boogeyman exists, the Post 
master General would be shorn of his present necessary managerial 
power over the 1: ovement of mail by air. 

Before presenting the Department’s arguments against this pro- 
vision, I would like to refer briefly to the conference between the Post 
Office Department and other interested agencies, which Mr. Nyrop 
mentioned during the course of his testimony on Monday at which 
this restriction in the Senate bill was discussed. 

The Post Office Department made it clear at this conference, and 
it desires to make it clear to this committee, that it never had any 
idea of diverting mails from one carrier to another if by so doing 
mails would be delayed. This is so even though the advancement of 
the mails might entail higher costs. 

Letter mails, special delivery mails, and other types of high quality 
extra-fee services would certainly be moved by the first carrier out 
under almost all circumstances. 

Further, although air-mail rates for carriers transporting the bulk 
of the mail have been relatively free of subsidy through administra- 
tive action of the CAB since October 1, 1951, no mail has been diverted 
by the Department from a high-rate carrier to a low-rate carrier 
although the power is now possessed by the Postmaster General. 

The reason, of course, is that the Post Office Department is as con- 
cerned as anyone else to keep order in the industry. 

We recognize that there is and must be a transitory period after 
the passage of the act providing for subsidy-free mail rates, to allow 
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the regulatory body, the Department and the carriers to reach solid 


un 
a 8 I have stated, the Post Office Department has assured the CAB 
and other interested agencies that it will not take precipitate action 
in advance of necessary changes by the CAB in its present rate 
structure. 

With this assurance, I am pleased to tell you that the Post Office 
Department has been informed that the CAB, too, recognizes the 
danger of changing the basic policy of Congress which places in the 
Postmaster General exclusive control over the movement of mail. 

Returning to the specific provision of the bill, which I have quoted, 
and which would deprive the Postmaster General of control over the 
movement of mail by air, I would like to state briefly the Senate com- 
mittee’s justification for its inclusion and the reasons advanced by 
the Department for its deletion. 

The Senate committee in its report in support of this provision of 
the bill stated: 

For the Post Office Department to withhold all mail from a competing car- 
rier in order solely to utilize a lower cost carrier would, in the opinion of this 
committee, be an unsound practice which could seriously disturb the present 
system of privately operated air-transport systems. Your committee, therefore, 
decided that in order to prevent any such possible discrimination by the Post- 
master General it should place a direct statutory mandate in the bill. Thus, 
section 406 (a) (1) provides that the Postmaster General shall not delay mail 
or withhold it from an air carrier because the rates for such mail may be higher 
than the rates payable to a competing air carrier. 

This is a novel concept. 

The theory seems to be that if the Postmaster General were to seek 
to use a lower cost carrier to get a job done just as well and for less 
money, it would be an unsound practice. 

Then, this unsound practice, it is said, would result in diserimina- 
tion against the airlines. 

Never in the history of transportation legisiation has this concept 
of discrimination been applied to a shipper. Congress has repeatedly 
prohibited discrimination between shippers by a carrier, and for ob- 
vious reasons, but it has never passed a law applying this prohibition 
against a shipper in favor of the carriers, and for equally obvious 
reasons, 

Just how the Postmaster General, a shipper, could discriminate 
between air carriers by refusing to use a high-cost service when an 
identical service is available to the Government at low cost is not 
explained. 

In this situation, and considering this provision in the light of the 
rate provisions of the Senate bill. the obvious conclusion must be 
that the purpose of the restriction is to compel the Postmaster Gen- 
eral, without regard to the best interests of the taxpayers, to transport 
mail by air under a rate structure with different rates for identical 
services by competing carriers. To the extent that unnecessary ex- 
penditures are required to be made by the Post Office Department in 
the form of higher rates than would otherwise be charged, it would in 
fact pay subsidy to the higher rate carriers in the “service” mail 
rate. 

Thus, the objective of subsidy separation legislation yould not be 
attained and the Department would become the captive customer of 
all air carriers authorized to transport mail. 
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How has Congress and its agent dealt with this issue m relation (. 
the transportation of mail by railroads? This question and its answer 
are pertinent, for there, too, subsidy-free rates were to be establish: 
for all classes of railroads. 

In its initial decision establishing mail-pay rates, reported as Ra; 
way Mail Pay (56 I. C. C. 1), the Interstate Commerce Commissic; 
stated : 

It is essential to the social and commercial life of the Nation that the mails 
shall be handled promptly and transported rapidly from point to point throug), 
out the country. To insure this it is necessary that control of transportation of 
the mails by railroad should be lodged with the Postmaster General. He does 
and he should, designate the trains in which the mails shall be carried; th: 
kind of cars; and the manner of movement between designated points so as 
to best serve the interest of the people; and, in general, he must have admin 
istrative control of the transmission of the mails by railroad as well as by 
other means. This control he should exercise, no matter how the service is 
stated as the basis of payment for it. It is in the interest of the Government t. 
have the compensation fixed on a basis that will enable the Department to s 
supervise the service as will insure a wise and judicious expenditure of the 
public money, and at the same time encourage the use of railroad facilities 
so as to minimize economic waste. 

Thus the Commission gave a realistic interpretation to the specifi 
provisions of the Railway Mail Pay Act delimiting the mutually ex 
clusive powers of the Postmaster General and the Commission in the 
fixing of mail pay rates. 

It should be added that statutes governing the movement of mai! 
by other forms of transportation—truck, bus, steamship, and up to 
now, air—also vest in the Postmaster General this same essential con 
trol over the movement of mail in the interests of postal service. 

The operation of such a tremendous transportation service, world 
wide in scope, by the Post Office Department, cannot be conducted in 
a strait-jacket. 

If such a strait-jacket should be imposed to the end that air carriers 
would enjoy special consideration in their service rates as fixed by th 
CAB, as proposed in the Senate bill, there would be far-reaching and 
adverse consequences. 

Such an action could defeat the very purpose this legislation seeks 
to achieve. 

For all of the above reasons this restrictive provision on the Post 
master General’s control over the movement of mail by air shoul 
be deleted, and it is so provided in the amendments proposed to S 
436 which will be submitted by the Bureau of the Budget. 

Chairman Nyrop of the Civil Aeronautics Board has discussed the 
provisions of S. 436, as it passed the Senate, relating to internationa! 
mai rates. We are in complete accord with the views expressed by 
him in this important area. This is evidenced by the comprehensive 
statement made thereon by the Postmaster General in his letter to 
the chairman of this committee on February 1, 1952. 

As you will note the Postmaster General stated that— 
if the provisions (that is, the provisions of S. 436 as passed by the Senate) 
relating to international rates were in effect today, the service rates paid by the 
Department would be higher in many cases than the current subsidy rates. 

This startling fact is shown in a statement submitted by Chairman 
Nyrop. C learly these facts call for a rejection of these provisions 
and the enactment in their place of provisions authori izing the Board 
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to establish international mail rates under standards similar to those 
applicable to domestic carriers. In addition to the reasons set forth 
in the Postmaster General's letter of February 1, 1952, and those so 
well stated by Chairman Nyrop of the Board, I would like to add 
these observations : 

The rate-making standards should be the same for the international 
carriers as for the domestic carriers. The House in the Eighty-first 
Congress decided that the service mail rates should be fixed upon the 
standard of not te exceed costs. It determined that this was a fair 
standard that would effectively eliminate subsidy. 

The Senate also agreed that a standard limiting mail rates to cost 
was the only fair and effective way of eliminating the subsidy from 
mail pay. 

But the Senate bill, S. 436, proposes a different standard for inter- 
national carriers. 

We can see no justification for such a differentiation. 

In fact, by placing the international carriers on the basis proposed 
in S. 436 as passed by the Senate, we can only conclude that subsidy 
will have been permitted to remain in the mail payments. 

The proposal in the Senate bill is that service rates for domestic 
operations have a ceiling fixed at costs of providing the service, but 
that for the international operations the ceiling be the Universal 
Postal Union maximum, and the minimum be not less than the rate 
we pay foreign air carriers for similar service. 

The maximum is not objectionable, for within this maximum, rates 
could be limited to cost. 

It is the minimum provision, however, that is likely in most instances 
to prevent use of the basic standard of costs, and, therefore, cause 
subsidy to remain in mail payments. 

The Senate committee report states that the minimum provision 
is necessary to carry out the principle that the United States should 
not pay its carriers less than it pays a foreign air carrier, for such 
would be inequitable. But actually this minimum provision is not 
necessary to a guarantee of equitable treatment of our air carriers. 
In fact, it may operate to the financial disadvantage of our own 
carriers and to the disadvantage of our postal service. 

Although it is true that we are paying a foreign air carrier more 
than we pay our carrier, we are at the same time exacting the same 
high rate from the foreign countries for United States carriers. 

And because of the extensive operations of United States carriers, 
the balance has always been in our favor. For example, for the fiscal 
vear 1950, 

We used that year incidentally because that is the year the Senate 
bill dealt with generally—we used 12 foreign air carriers to transport 
547,000 ton-miles of United States mail, for which we paid $2,151,289. 

In the same year foreign countries used United States carriers to 
transport 4,827,468 ton-miles of their mail, for which they paid our 
carriers $10,873,846 under the UPU rates. 

So actually our carriers are in much better position in this regard 
than foreign air carriers because of our policy that United States car- 
riers be paid by foreign countries the same rate which those countries 
require us to pay for using their carriers. 

_ It has been suggested that if a foreign country sets a high rate for 
its carriers, we need not use their services. 
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If we refused to use their services, undoubtedly they would retali- 
ate, where possible, by refusing to use our air carriers, thus reducing 
substantially this source of revenue of United States carriers. In 
addition, such a refusal on our part would result in poorer mail 
service. 

In many instances, we must rely on use of foreign carriers’ schedules 
to get expedited service. For example, United States service consists 
of only three flights a week to the Scandinavian counries. We use a 
foreign air carrier in order to get daily service. 

Moreover we must recognize that the UPU rates are not established 
upon normal rate-making principles, and are not related to costs. 

The purpose of UPU is not to regulate rates, but merely to prescribe 
a maximum which one country can charge another for forwarding 
service, that is. service performed for another country. 

A careful distinction has been maintained by most countries in de- 
termining the rates it pays its own carriers, and the rate it charges 
other countries. For example, England pays its own airlines less than 
it pay the United States air carriers for similar services. 

If we were to declare the UPU rate as a service rate, and assume 
that they were applicable to United States air carriers for 1950, the 
total payment would be higher than were made as subsidy rates. The 
Board's findings in this regard, as set out in appendix A of their report 
to your committee, is that actual subsidy payments were $54,572.000, 
whereas estimated payments at UPU rates would have been $57,- 
316,000. Some carriers would have received more mail pay, some less 
than under the UPU rate. 

For example, in 1950, Pan American would have received a total of 
approximately $6,000,000 more on its Latin-American and Pacific 
routes, and a total of approximately $1,500,000 less on its Atlantic and 
Alaska routes. 

The foregoing compares subsidy rates with UPU rates, and as you 
will note the subsidy rates in total are lower than the UPU rates. An 
estimate of the cost rates show that they would be very much lower. 
To get an estimate of the total payment under rates based on cost, we 
used the ton-mile mail costs for each United States air carrier in 1949, 
appearing in appendix B of the Senate committee report on S. 436. 
He applied these estimated costs, which include a fair return, to the 
ton-miles of mail carried by each United States international carrier 
for the 12 months ended September 30, 1951. The result is that, based 
on this estimated cost, this total mail compensation would be ap- 
proximately 317,000,000 as compared to approximately $48,000,000 if 
UPU rates were paid for the same 12-month period. The UPU rates 
would have exceeded rates based on cost by about 331,000,000 if we 
can accept the estimated costs made for the Senate committee as valid 
for use in determining cost rates for the purposes of this comparison 
only. 

In 1947, the Board actually did fix a subsidy-free mail rate for Pan 
American’s Latin-American operations, at approximately 80 cents a 
ton-mile. There is no reason why under this proposed legislation, 
that we should not be permitted similarly to have mail service rates 
fixed, and independently allow the UPU to fix its own mail-rate struc- 
ture applicable to charges between foreign countries, and, where 
needed, supply the additional need funds to our carriers under the 
subsidy provisions of the act. 
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This would effectively separate subsidies, especially in view of the 
fact that about 96 percent of our expenditures for the transportation 
of mail to foreign countries is made to our own United States carriers, 
and only 4 percent to foreign air carriers. 

S. 436, as it passed the Senate, provides that the Postmaster General 
rather than the Board shall fix the mail rates for United States inter- 
national air carriers. This point is dealt with in the Postmaster 
General’s letter to the chairman of this committee dated February 1, 
1952. All agencies of the Government, including the Post Office De- 
partment, are in agreement that the mail-rate function for inter- 
national mail service by United States air carriers should remain with 
the expert rate-making body established by Congress, that is, Civil 
Aeronautics Board, as it is for domestic air-mail carriers. 

Returning to provisions of the bill relating to domestic service: 
The Post Office Department agrees with the Bureau of the Budget’s 
proposal to amend S. 436 to provide that the initial rates shall be fixed 
by the Board rather than be established in the bill. 

This appears to be the most effective way of handling the transition 
period until final rates can be established. 

The Board is the expert body representing Congress in these mat- 
ters and it would appear that the initial service rates could be most 
satisfactorily established by the Board in the light of all the facts in 
its possession. 

Thereafter, the carrier, the Postmaster General, or the Board on its 
own motion, could initiate a proceeding for the revision of such rates. 

This leads me to the standards which should govern the making of 
subsidy-free mail pay rates. 

I have been asked what business it is of the Post Office Department. 
We pay. The regulating body sets the rates. 

The response to this question is not a difficult one. The courts have 
held that the Post Office Department has the duty to protect the 
public and to protest rates which in our belief are too high or any 
theory that might bring them to a level we judge to be too high. 

As the committee will note, in his letter of February 1, 1952, the 
Postmaster General sets forth the standards which he believes should 
be prescribed by Congress to guide the Board in fixing subsidy-free 
mailrates. He states: 

To implement this standard of fair and reasonable rates, Congress should 
specifically provide that (1) the mail rate shall not exceed the reasonable cost 
of providing the service, plus a fair return; (2) the mail rate shall bear a 
reasonable relationship to the level of rates charged by air carriers for passenger, 
express, and freight services; and (3) in determinations under (1) and (2) 
above, the Board shall take into account the following: (a) the character of 
the service performed in connection with the transportation of mail compared 
with that performed for other forms of traffic: (b) the revenues received from 
the transportation of mail compared with that received from other forms of 
traffic; (c) the stability of mail traffic and revenues compared with that of 
other forms of traffic; and (d) the effect of competition. 

The net effect of this proposal would be that discretion would be 
placed in the Board to fix rates lower than fully distributed costs if 
other considerations so justify. 

It would give flexibility which is not present in a rigid cost standard. 
If rates were to be based solely upon the cost of performing the serv- 
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ice, obviously there would have to be a separate rate for each carrier 
because each carrier has a different cost experience. 

To illustrate: Today American Airlines oe mail between 
Washington and Chicago at 45 cents a ton-mile. Capital Airlines has 
a rate for this same traftic of 53 cents a ton-mile. To the extent that 
the services are identical and the needs of the postal service equally 
met, there, of course, is no sound reason why the Board should not be 
permitted to fix an identical rate for like service. This is one of the 
problems which arose out of the Board’s administrative separation 
report and which will have to be worked out as we progress with the 
establishment of subsidy-free mail rates. 

Chairman Nyrop has assured me that the language of the bill pre- 
sented to you which provides that mail rates “shall be based upon ex- 
perienced and projected costs, and so forth,” affords the same flex- 
ibility in rate making as the standards and criteria proposed by the 
Postmaster General under the phrase “not to exceed the reasonable 
cost of providing the mail service, and so forth.” 

The benefit of this interpretation of the phrase “based upon ex 
perienced and projected costs” allays Post Office Department fears. 

The Postmaster General also urged in his letter of February 1, 1952, 
that a new provision should be added authorizing the Didhinneter 
General, as in the case of the movement of mail by other transportation 
media, to contract for the movement by air carrier at rates lower than 
those established by the Board when the interests of the postal service 
require. 

The reason for requesting this provision was to enable the Postmas- 
ter General to contract for plane-load movements of mail, to equalize 

rates where the mileage flown by various carriers between competitive 
points varies substantially, and to obtain service where a carrier is un- 
willing or unable to transport mail. 

This proposed new provision has been the subject of considerable 
discussion, to put it mildly. There is some apprehension that if it 
is included in the pending legislation it may seriously delay that legis- 
lation because the proposal is, again to put it mildly, somewhat con- 
troversial. 

We recognize the problems involved and in view thereof respectfully 
request of the committee that it be considered in a separate bill. 

There is another provision in the Senate bill that I would like to call 
to the attention of the committee. It relates to the requirement that 
mail bearing air-mail postage be transported by aircraft except in 
emergency situations. This would restrict the Postmaster General's 
present discretionary power. 

Aside from restricting a power of the Postmaster General, such a 
provision could seriously delay the mail in many situations. 

It must be obvious that mail can be greatly expedited by surface 
transport between Washington and B: iItimore, Boston and Providence, 
New 9 ‘k and Phik adelphia, and other like points. 

The interested agencies have recognized the justice of these facts 
and, accordingly, the Budget Bureau’s amendments to S. 436 have 
been so worded that our objection is met. 

We respectfully urge that this committee also agree to continue the 
discretion of the Postmaster General to permit the use of surface 
transportation where proper. 





AIR-MAIL SUBSIDIES 189 


Finally, 1 should make a brief statement regarding the power to 
make temporary mail rates. The Department has always chafed 
under the use of temporary rates, for it has been our experience that 
temporary rates conn to delay the establishment of permanent rates. 

The Department has also found that the public good might be en- 
dangered by the use of temporary rates poh as a means of raising 
rates while permanent rates are being examined. 

However, it is possible that the Civil Aeronautics Board might need 
some such power to aid them to liquidate their present backlog of 
mail-rate cases. And with the assurance that the power to fix tempo- 
rary service mail rates could also be used as a means of reducing such 
rates by providing lower temporary rates, while a rate case is being 
studied, we will not oppose this feature. 

it is possible, gentlemen, that the Department may develop other 
pertinent information bearing on this important legislation which 
might be of interest to the committee. If we should do sc, within the 
next few days, we would like permission to send such information up 
for inclusion in the record. 

The Cuatrrman. We will be very glad to have it. 

Mr. Reppina. I wish to assure you that this will only be done in 
the event really important data should be developed. 

The Cuamman. All right. 

Mr. Reppine. In conclusion, I would like to say that I feel much 
progress has been made in reaching the goal set out by the President 
and the Congress—namely, the elimination of subsidy from air-mail 
rates. 

I would like to thank, both for myself and for the Postmaster 
General, the Chairman and members of the CAB, the Bureau of the 
Budget, and personnel of other interested agencies for their give-and- 
take attitude in seeking to work out an approach that would achieve 
subsidy-free air-mail rates and at the same time not shackle the postal 
service in its efforts to move the traffic. I believe the amendments 
to be proposed by the Bureau of the Budget to 5. 43€, as passed by 
the Senate, will preserve the freedom of the Post Office Department 
wnd will effectively accomplish the principal object of this legislation, 
namely, to bring subsidies into the open where they can be readily 
recognized. 

The Cuainman. Thank you. Are there any questions by any mem- 
bers of the committee ? 

Mr. Hesevron. Mr. Chairman. 

The Cuarmman. Mr. Heselton. 

Mr. Hesevrvon. Mr. Redding, referring to page 12 of the report 
and the use of the material which, I take it, the Department developed 
it, and that it was inserted in the Senate committee’s report. 

Mr. Reppine. No, sir; we did not prepare that material. 

Mr. Hesevron. You did not? 

Mr. Reppine. We used that material as the basis for projecting 
this comparison. 

Mr. Hesevton. I have looked at that material, Mr. Chairman, and 
have it here. It is about a page and a quarter long. I think that it 
would be very useful to have, undoubtedly, if this committee is to 
prepare a separate report. It will not be easily available to the mem- 
bers of the committee if it is not in our hearing. May I ask unanimous 
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consent that this be inserted at the conclusion of Mr. Redding’s 
remarks? 

Mr. O'Hara. Mr. Chairman, I have not had an opportunity to see 
the report. 

Mr. Heserron. I am glad to defer the request. 

I want to get this cleared up, Mr. Redding. I think that you 
said that although you discussed the Senate bill and certain amend- 
ments to it, the Department finally concluded that H. R. 508, which 
is Mr. Kennedy’s bill of January 3, was satisfactory and that you 
endorsed it; or that the Department endorsed it: is that correct ? 

Mr. Repprne. I said that H. R. 508 was acceptable to us with certain 
minor amendments referred to, and within the framework of that 
statement, and I would like to say that we addressed ourselves to S. 
436 primarily because it had already passed the Senate and because 
we were asked to confine our remarks to one bill. 

In connection with H. R. 508: There are two minor points that 
we found on page 2, line 19. We would, if we were to make specific 
suggestions on that bill, would like to have the phrase, “by aircraft 
mile,” eliminated. 

Mr. Heseiton. Would it be possible to prepare the language you 
have in mind to cover these so-called minor amendments, so that we 
may have them? 

Mr. Reppina. Yes, sir; I will be glad to supply that. 

Mr. Hesevron. With reference to that, there is a section 5 (a), 
which covers the studies and reports provisions. As T recall it, the 
committee when it reported the bill to the floor in 1950 imeluded 
that, because of the fact that the Senate committee had either made 
the request for that sort of a study or we understood that it was going 
to. That study, of course, has been made, and the report has been 
filed. It was before the Senate. 

I filed in July, H. R. 4852, which is identical with H. R. 508, except 
that it eliminated the study provision. Do you feel there is any 
necessity for that study provision, in view of what has happened? 

Mr. Repprne. I could not answer that question right now, Con- 
gressman, simply because I have not gone into that particular bill 
completely, in detail. We looked at it as a whole and we decided that it 
was satisfactory as it was. I will be glad to give my answer to that 
in this information which you requested. 

Mr. Heserron. You can furnish that too? 

Mr. Reppinc. Yes. 

Mr. Hare. Mr. Chairman. 

The Cuamrman. Mr. Hale. 

Mr. Hare. I notice on page 15 of your statement, you comment on 
the rates charged by American Air Lines and Capital Air Lines from 
Washington to Chicago. 

Mr. Repptne. Yes, sir. 

Mr. Hare. What is the basis of that rate disparity; how do you 
explain it? 

Mr. Reppinc. Well, I can only explain it the way the CAB explains 
it. They say that Capital has higher costs than American and they 
have a right to a rate based on the cost, to obtain the greater return. 

I think, however, our own feeling is that while Capital as a whole 
might very well have a higher level of cost, as a whole, that its traffic 
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between those two points could readily meet the competition of 
American. 

Mr. Hare. Why should the taxpayers have to pay Capital a higher 
rate to carry the mail, pay Capital at the rate of 53 cents a ton-mile, 
when it can be carried for 45 cents by American ? 

Mr. Reppine. Well, our position has generally been that we feel 
ultimately that there should be no disparity in rates between carriers 
serving the same points. In other words, the rates for all traffic 
carried by competing carriers between say Washington and Chicago 
should all be carried at one rate. 

Mr. Hare. That is impressive to me; but over and beyond that, I 
do not see how you can justify sending mail by Capital Airlines at 
all between here and Chicago. 

Mr. Repptnec. The Congressman is repeating my own statement ; 
but we have felt the CAB and the airlines should be given an ample 
opportunity to straighten the thing out. We have been assured by 
Chairman Nyrop, that the ultimate goal is exactly that, to get them 
to be the same. In view of the fact that we are moving out of the 
subsidy picture into a new picture which involves only compensation 
for the movement of mail, I think they should be given time to adjust 
themselves and to reach that proper movement. 

Mr. Hater. If it is the policy of the United States to give a mail 
contract to every airline, that is one thing. I would suppose that it 
is the policy of the United States, or should be, to have its mail car- 
ried as cheaply and as efficiently as possible and then over and beyond 
that, if for other reasons it is desirable to subsidize this, that, or the 
other airline, or airlines, that is something else again. 

Does that make sense to you or not ? 

Mr. Repprna. I think, Congressman, that we are talking about the 
same thing, I merely say that we feel that they should be given a 
transition period in which to reach that goal. They are coming out of 
subsidy, a subsidy period, where it was desirable from their stand- 
point and from the standpoint of the Board, and under the law, to 
give them this money. Now, we are coming into this new phase and 
we felt there was a proper transitory period which should be observed, 
to give them a chance, as I said in my statement, to get their feet on 
the ground. 

Mr. Hate. I am not talking about a transitory nn You mean 
that you are weaning all of the airlines, from the subsidy; is that what 
you have in mind? 

Mr. Reppine. Well, weaning them from the subsidy, yes, sir, and 
getting proper rates is exactly what we are now talking about; rates 
that would give similar rates between the same points by competing 
airlines. 

Mr. Hate. I still do not know what you mean by transitory period 
or transition period. : 

Mr. Repprnc. Well, it is kind of difficult to step in at this particular 
point and throw the whole book away as it now stands and then start 
in with a new book, without going into the whole picture. It seems 
to me that the CAB is justified in taking a good long look at it and ar- 
ranging the thing properly and giving the airlines an opportunity to 
talk on the subject. That is our own position. We are not concerned 
in making of rates; only protesting them or approving them as the 
case may be when they come up. 
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Mr. O'Hara. Mr. Chairman. 

The Cuairman. Mr. O’Hara. 

Mr. O'Hara. Mr. Redding, there are other additions, I suppose, 
other additional carriers in addition to the Capital and American Air- 
lines where there is a differential in competing rates that are paid to 
air carriers. 

Mr. Repprne. Yes, sir. I might say, I mentioned Capital, because 
Capital indicated that they wanted to meet the competition between 
Chicago and Washington at 45 cents. 

I might say that I believe that the chairman stated or at least I saw 
in the Congressional Record a letter from the president of the Na 
tional Airlines saying he would like to compete at 45 cents, and there 
are a number of others in that secondary trunkline group, two trunk- 
lines, who do carry mail over the 45-cent limit, at the 53-cent rate. 

Mr. O’Hara. Is that also true of the rail carriers as to allowances 
made by the Interstate Commerce Commission ? 

Mr. Reppiné. No, sir; the rail carriers in general have a uniform 
rate. 

Mr. O'Hara. Can you see any reason, Mr. Redding, why a different 
formula as to the pay for carriers of air mail, by air and that which 
is allowed by the Titervtate Commerce Commission should exist! I 
mean, can you sece that there is any reason for a different formula 
as to what the compensation should be by air or by rail ? 

Mr. Reppinc. I see no particular reason why there should be a dif- 
ference in the formulas. 

Mr. O’Hara. That is, what should be fair for one should be fair for 
the other; is that true? 

Mr. Repptne. Yes, sir. We are merely asking here, Congressman, 
for some effort to reach a uniform rate between the same points served 
by different lines, which is exactly what the Interstate Commerce 
Commission has given us in the railroad industry. 

Mr. O'Hara. Did you testify as to what you consider the extent of 
the subsidy which was paid over and above the air mail pay to the 
airlines, for the last fiscal year? 

Mr. Reppine. No, sir: 1 made a reference to International. I be- 
lieve you will find that on page 12. I made reference to International 
which was the subject of Conannuian Heselton’s remarks in connec- 
tion with the Senate report. Other than that I made no statement on 
the amount of subsidy. 

Mr. O’Hara. In the mail rate case which you had, which was on for 
a couple of years before the Interstate Commerce Commission, as to 
the rail carriers, was there any allowance of a subsidy by the Interstate 
Commerce Commission in those rates, or was that merely on a com- 
pensatory basis? 

Mr. Repprxc. That was on a compensatory basis. 

Mr. O'Hara. What was the amount of the award which was made 
by the Interstate Commerce Commission to the rails, as back pay, I 
believe ? 

Mr. Repprnc. As back pay? 

Mr. O'Hara. Yes. 

Mr. Reppinc. That covered a period of about 4 years. and I think 
that we gave them a total of $312,000,000 including a 25 percent in- 
terim increase that they already had had at the beginning of the case. 

That worked out so that we actually had to pay them about $162,- 
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000,000. This amounted to an increase of 48 percent for the traffic 
they had moved in those 4 years. 

The Interstate Commerce Commission later—I may say that 48 per- 
cent included the 25 percent interim increase. 

The Interstate Commerce Commission later, in their final determina- 
tion of the case, gave the railroads a 95 percent increase, if it were 
reduced to a horizontal rate, so I would consider that we did fairly 
well. 

Mr. O'Hara. That is all, Mr. Chairman. 

Mr. Doxuiver. I was interested in the position of the Department 
with regard to the foreign rates, the UPU rates. I did not quite get 
exactly what the position of the Department was in that respect. 
wonder if you would just briefly summarize that position. 

Mr. Reppinc. We do not feel that the Department should be re- 
quired to use the UPU rates as a compensatory rate. 

Mr. Dorxiver. That they should not be required to use them as 
compensatory rates. 

Mr. Reppvine. Yes, sir. 

Mr. Dotiiver. Will you say that again? I did not quite catch that. 

Mr. Reppinc. We do not feel that the Department should be re- 
quired to use the UPU rates as compensatory rates. 

Mr. Priest. Mr. Chairman. 

The CuarrmMan. Mr. Priest. 

Mr. Priest. Mr. Redding, is the Department presently required to 
do so? 

Mr. Reppine. No, sir. 

Mr. Priest. It is not? 

Mr. Reppine. No, sir. 

Mr. Dotiiver. Will the gentleman yield at that point é 

Mr. Priest. I will yield. 

Mr. Dotiiver. Well, now, do you mean to say by that that the De- 
partment in fact wants to be free and have higher rates than the UPU 
rates, or lower rates, whichever it may determine é 

Mr. Reppinc. The Department does not determine any rate. The 
Department wishes the CAB to be given proper authority to deier- 
mine the rate and we would then operate under the rates as they deter- 
inined them. 

Mr. Dotutver. I stand corrected. I realize that your department 
does not fix the rates. That is done by the CAB. 

Mr. Repprne. Yes, sir. 

Mr. Dotitver. But you administer them, of course, after they are 
fixed by the CAB. 

Mr. Repprne. Yes, sir. 

Mr. Dotiiver. And it is the feeling of your department or it is the 
feeling of your department that the CAB should be left free to set 
that at any figure it wishes regardless of the UPU rates? 

Mr. Reppine. No; with the general provision in the whole bill, as 
we suggested, that it should be tied to cost, just as in the domestic 
field. 

Mr. Dotitver. Well, of course, we went over that yesterday. Cost 
is not the only factor to be thought of or taken into account in the 
fixing of rates. That is only one of the elements, is it not ¢ 

Mr. Repprne, We feel, if I may add there, a ceiling should be put 
on, not to exceed the full distributed cost, including a fair return. 
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Mr. Do.uiver. Now, let me ask you about this. Some of the United 
States mail is carried actually in foreign carriers, is it not? 

Mr. Repprne. About 4 percent. 

Mr. Dotiiver. About 4 percent? 

Mr. Repprne. Yes, sir. 

Mr. Do.iiver. But those foreign carriers are always, are they not. 
entitled to UPU rates? 

Mr. Reppinc. Yes, sir. 

Mr. Douuiver. How is that UPU rate fixed; by a treaty with these 
foreign countries ¢ 

Mr. Reppine. It is fixed, yes, by a treaty, by a convention settled 
by the congresses of the Universal Postal Union and it is a maximum 
rate which is set to put a ceiling on what may be charged in other 
countries by an airline of still other countries, for the forwarding of 
mail. It has no relation to cost. 

Mr. Priest. I have just one further question, Mr. Redding. 

Is it your opinion that legislation could be made applicable to for- 
eign mail and to the domestic situation as well ? 

Mr. Repprna. Yes, sir. 

Mr. Priest. You think it could all be done with the same piece of 
legislation ¢ 

Mr. Repprne. Yes, sir. 

Mr. Priest. That is all. 

Mr. Dotuiver. | just have one more question, Mr. Chairman. 

The Cuarrman. Mr. Dolliver. 

Mr. Dotuiver. I want to finish this line of questions, I was pursuing 
a moment ago. 

You say that approximately 4 percent of the air mail of the United 
States is carried by foreign carriers ? 

Mr. Repprne. Yes, sir. 

Mr. Dotutver. What would that represent dollarwise? Do you 
have any idea? 

Mr. Reppine. Slightly over $2,000,000 a year. 

Mr. Do.uiiver. Now, actually, the air-mail rate that is paid to 
American international airlines—that is, American-flag international 
lines—is somewhat less than UPU rates: is it not ? 

Mr. Reppine. Yes: the total would be somewhat less, including 
subsidy. 

Mr. Douuiver. The total would be somewhat .less than the UPU 
rates ¢ 

Mr. Repprne. Yes, sir. 

Mr. Dotiiver. So that, actually, our Post Office Department is pay- 
ing foreign carriers of our mail more than it is paying our own 
carriers / 

Mr. Repprnc. That is an interesting question. 

Mr. Dotiiver. I know it is: that is the reason I asked it. 

Mr. Repprnc. I am about to wind up on you, if you don’t mind. 

Mr. Dotitver. O. K. 

Mr. Reppinc. We have to move a certain amount of mail by the 
foreign carriers to give service. Now, we are interested in doing that 
primarily because we must give service to the patrons of our postal 
service, business mail—that is primarily what is moved. It is impor- 
tant that the tempo of business be constantly increased. 
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Now, we have to move a certain amount of that mail by foreign 
arrier to give that service, and we also find that it is important to the 

American businessman to get his mail back promptly; so, recognize 

that, and you see we will have to move a certain amount of mail by 

foreign lines to give service. We have accordingly made a deal with 

the foreign lines generally—not all of them, but where the major traffic 

pattern and major business channels flow—made a deal with them on 

a reciprocal basis. For instance about 800 kilograms of mail are 

exchanged every week between France and the United States. 

Now, by “exchanged,” I mean in regard to this reciprocal arrange- 
ment we place 800 kilograms of mail on Air France; the French Postal 
Department places 800 kilograms of their mail on the American lines 
coming in the other direction. 

In relation to England, we have the same sort of agreement at 
slightly higher levels. 

Mr. Dotiiver. What do you mean by “higher levels”; higher rate 
levels ¢ 

Mr. Repprne. No, sir; higher levels in pounds. 

Mr. Dottiver. Okay. 

Mr. Repprnc. What happens is that 4 percent of our mail is moved 

by foreign carriers, for which we pay the UPU rate. The same 
amount of mail generally comes back, paid to our carriers at the UPU 
rate, 
So, if you consider that the UPU rate is slightly higher than the 
rate, including subsidies that we pay, then our airlines are getting 
that 4 percent at about the level of the UPU rate, which is higher than 
the subsidy amount. 

In addition to that, if I may continue—— 

Mr. Dotuiver. Yes. 

Mr. Repping. In addition to that, the extensive operations of our 
airlines have brought them considerable European and foreign mail, 
generally, which pays them at the higher rates, so that the balance is 
very much in our favor. 

Mr. Dotiiver. Now, will you tell me about these foreign airlines. 
You mentioned the French airline, for example. Do they pay UPU 
rates on their own mail, or do you know? 

Mr. Reppoinc. Yes; I think that the French, on their own mail, use 
the UPU level. The British do not. Neither use it as a means of 
subsidy, although there may be some subsidy in it. 

Mr. Dotiiver. Of course, I recognize the pattern of the development 
of civil aviation in those countries is quite different from that of the 
United States. 

Mr. Repprne. Yes, sir. 

Mr. Doxtiver. Well, I thank you for your explanation. 

Mr. Harris. Mr. Chairman. 

The Cuatrman. Mr. Harris. 

Mr. Harris. Mr. Redding, I want to compliment you for the excel- 
lent statement you have made and for the forthright manner that you 
have presented it here. 

There are certain things that leave me, however, a little bit in an 
uncertain status as to the position of the Department. 

In the first place, you started out with giving a very strong indica- 
tion in your statement that the Department and the Bureau of the 
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Budget and the CAB are all seeing eye to eye, practically, about this 
whole problem. 

Mr. Reppineg. Yes, sir. 

Mr. Harris. And then the tenor of your statement, as you go along, 
raises a very serious question in my mind as to the sharp controversy 
on certain points between the Post Office Department and the CAB. 

Mr. Repprna. Yes, sir. 

Mr. Harris. That is present; is it not? 

Mr. Repprne. It has Seen present; yes. I would say that it is no 
longer present. 

The Picea: It is not present now? 

Mr. Reppin. No. 

The Cuatrman. I say it is not present now. 

Mr. Reppine. That is right. 

Mr. Harris. Well, it appears to be that it is very much present in 
the statement you have made, and I will point out two or three things. 

Mr. Repprnc. If I may explain what you feel are differences, I would 
say that we have no difference with the CAB with the assurances and 
so forth that have been given by both sides. However, we do feel 
that there is more to be convinced than just the CAB. In other words, 
gentlemen, you are the ones who are considering this matter and not 
the CAB. If we could get the CAB to agree with us all of the way 
and you gentlemen would not, we would not accomplish anything. 

Mr. Harris. We have all been considering this over a long period 
of time—the CAB, the Post Office Department, this committee, the 
Congress, and others. 

Mr. Reppine. Yes, sir. 

Mr. Harris. Now, heretofore there has been a sharp controversy 
out here as to who had certain authority, authority for contractual 
matters for postal service, for performing mail service, whether the 
CAB or the Post Office Department. 

Mr. Reppine. Pardon me, sir. May I ask a question. You said on 
contractual service. 

Mr. Harris. Yes, sir. 

For instance, there has been some difference of opinion out here as 
to the use of helicopters in the mail service. I asked Mr. Nyrop the 
same question and he said at that time he was going to make inquiry 
of the Department about it. 

Now, according to some members of the Appropriations Comunittee, 
the CAB tells the Department what it must do in the operation of 
helicopter service, and the Department must provide that service re- 
gardless of its cost. Is that true or not? 

Mr. Reppine. Well, yes; it is in effect. Actually we do not feel that 
we must tender mail to—in this instance— to helicopters, just because 
the CAB has certified them for mail; but they set rates on a plane- 
mile basis, and we are going to have to pay it whether we use it or not. 
So, it is more economical on our part to use the service when it is 
established. Under those circumstances we use it and pay the bill. 

Mr. Harris. Some members of the Appropriations Committee are 
very much interested in this question. 

Mr. Repprne. Yes, sir. 

Mr. Harris. And that is that the CAB has required the Post Office 
Department to use helicopter service in certain instances whether the 
Department felt it was justified, and even did not want to use it. 





AIR-MAIL SUBSIDIES 197 


Mr. Reppine. Well, we did not feel in certain instances that the 
helicopter service was justified by postal needs, after requirements were 
met and we—— 

Mr. Harris. Is helicopter service at Los Angeles? 

Mr. Repprne, Yes. 

Mr. Harris. Did you approve the helicopter service for Los 
Angeles ¢ 

Mr. Repprne. Yes, sir. 

Mr. Harris. Did you approve it for Chicago ! 

Mr. Reppine. No; we opposed it. 

Mr. Harris. You opposed that ¢ 

Mr. Reppine. Yes, sir. 

Mr. Harris. We had information to the contrary, and I think 
possibly the record will show that contrary information was given 
us this week by the CAB; but I do want to clear it up and I think 
that that is a point in this present legislation that ought to be made 
clear as to the responsibility in connection with the service and its 
requirements. 

Now, | mention that as an example of the problem that we have 
before us here in connection with mail service; with mail pay; and 
subsidy, as a separation issue. 

Who has the responsibility of the division of mail service by air? 

Mr. Repprne. I do not understand that question. 

Mr. Harris. Well, I mean, What air service will get a certain con- 
tract to deliver a certain amount of mail ¢ 

Mr. Repprne. There are no contracts. We give the mail as it de- 
velops. I would say, as to the movement of mail, the Post Office 
Department has the responsibility and carries it out. I think, how- 
ever, that we carry it out under a set of rules which have developed 
under the subsidy operations, which are not necessarily applicable in 
the future when these become subsidy-free mail rates. 

Mr. Harris. Well, for instance, if you have two airline companies 
going to California, how do you divide the mail for the same desti- 
nation? How do you divide the mail bet ween the two lines ¢ 

Mr. Reppine. Under an old agreement with the airlines, the mail 
is divided. 

Mr. Harris. Now, is that with all of the airlines, or just certain 
ones ¢ 

Mr. Repprne. Those going at about the same time; yes, sir. 

Mr. Harris. All right. How do you divide the amount of foreign 
service? You stated a moment ago, for example, that the foreign car- 
riers were taking 4 percent of the United States mails, 

Mr. Repptne. It does not make much difference there, because all 
of the United States-flag carriers are on a plane-mile basis—I say 
“all”; all of the principal ones are on a plane-mile basis—and it does 
not make any difference whether we put 10 letters on a plane or a 
ton of letters on it. We are going to pay for it just the same. So, 
we move the mail when it is available, by the flight that is then avail- 
able. 

With regard to the foreign carirers, we put mail on the foreign 
carrier that will expedite it. 

Mr. Harris. Now, you mentioned the subsidy payment a moment 
ago in connection with foreign service, and you made the statement 
that actual subsidy payments were $54,000,000-plus, according to 





198 AIR-MAIL SUBSIDIES 


CAB reports, whereas the estimated UPU rates would have been 
$57,000,000-plus. 

Mr. Reppine. Yes, sir. 

Mr. Harris. Well, now, is it not a fact that the provisions under 
the Senate bill fix the UPU rates as maximum rates? 

Mr. Repptnc. The Senate bill as passed fixes the UPU rates as max- 
imum rates, and then provides that you may not pay any foreign car- 
rier more than you pay an American carrier for the same type of 
service, and that proposal means that you have either got to do one or 
two things. You have either got to use the foreign carrier for the 
service it affords and promptly raise your carrier up to that level or 
you abandon the concept of service and you do not use the foreign car- 
rier; and then, when you stop using the foreign carrier for those 
reasons, he is going to stop using your line, and you have got a war 
on your hands. 

Mr. Harris. That is the very point I wanted brought out and wanted 
made very clear, because it was my understanding that the industry 
takes just the reverse position. 

Mr. Repprna. The industry takes the reverse position, if I may be 
in position of trying to interpret what their position is. I would say 
they think that the 4 percent of the foreign mail is going to wag the 
96 percent of the dog of the United States mail. They figure that we 
are going to have to put that 4 percent on the foreign carriers at a 
higher rate and that the rates on the other 96 percent will follow. 

I would say, in answer to my own interpretation, that that is not 
necessarily so. 

Mr. Harris. Now, if the rate to the foreign carrier were to be re- 
duced in line with what you think would be reasonable or a compensa- 
tory rate for our own carriers, then it is your opinion and the Depart- 
ment’s opinion that you would have a rate war on that would be very 
bad for this country? 

Mr. Reppinc. No; I do not think I said that, Congressman. What I 
said was that if we did not use the foreign carrier the foreign govern- 
ments who have carriers and who have been using our carriers would 
then retaliate and would not use our carriers; and, to that extent, I 
said we would be in a war, which might extend. 

Mr. Harris. Well, the point that I tried to make, I wanted to make, 
at least—perhaps I did not make it clear—is: If the rates were to 
be reduced to foreign carriers, then they would quit carrying the 
mails. Is that right? 

Mr. Repprne. No, sir; I do not think that that is true. 

Mr. Harris. Now, would you have a war on then merely because the 
rates were reduced if it did not affect the tonnage? 

Mr. Repprne. I think that we are talking about peas and beans, 
Congressman. 

Mr. Harris. Maybe so, but we are trying to talk about air-mail pay 
and subsidy of the airlines, and how it affects the mail service. 

Mr. Repprne. Yes, sir. I do not think we are talking about the 
same subject, apparently. What I said was: If we were under the 
requirement to either use the foreign line and, when we do use it, raise 
in effect the pay of all American lines to meet that level, or not use 
the foreign line and keep all of the mail on the American lines, that 
that could result—if we took it off of the foreign lines—in retaliatory 
measures by the foreign governments by refusing to use our lines. 
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Mr. Harris. I a with that. But, what I am talking about is 
the provision of the Senate bill which fixes the UPU rates as a 
miaximum. 

Mr. Repprina. Yes, sir. 

Mr. Harris. Now, you do not have to give our own carriers the 
maximum rate if the rate to foreign carriers is reduced ¢ 

Mr. Reppine. That is right. 

Mr. Harris. Well, now, what about the effect if that were to be 
done ¢ 

Mr. Reppine. May I ask one question there to clear up my thinking ? 

Mr. Harris. I am trying to understand it, to have my own thinking 
cleared up. 

Mr. Revprne. This is just to clarify my own thinking in connection 
with your inquiry. 

Mr. Harris. All right. 

Mr. Reppinc. When you speak of reduction, do you speak of it in 
relation to the UPU rates? 

Mr. Harris. No: not the UPU. 

Mr. Reppine. By the UPU, or bilateral agreements? 

Mr. Harris. By your action and contracting with the carriers. 

Mr. Repprne. I think that, under the provisions of the UPU, which 
sets up the UPU rates as a maximum, it might be possible to make an 
agreement with these countries bilaterally at a lower level. That 
could be done. 

Mr. Harris. All right. If that were to be done, then it would not 
necessarily follow that you would have to increase the rates paid our 
own carriers ¢ 

Mr. Repprne. It would not necessarily follow; no, sir; if the for- 
eign government agreed to come down with us to that point and the 
foreign airline agreed to accept that mail at that point, it would not 
necessarily mean a raise in our carriers’ pay. 

Mr. Harris. Now, this point I want to make. If that could be 
done, and could be brought about, what effect would it have between 
the foreign air services that we get in carrying United States mails, if 
any ¢ 

Mr. Repprng. Well, it could be done in the important instances—I 
do not necessarily mean in all instances, but in the important instances, 
if we could reach such bilateral agreements they would not affect 
at all the status of service. 

Mr. Harris. I realize that the practice is to pay the maximum UPU 
rates. 

Mr. Repprna. In general; yes, sir. 

Mr. Harris. But under the UPU agreement does that necessarily 
have to be? 

Mr. Repprne. No, sir; not maximum rates. 

Mr. Harris. It isa very important thing, it seems to me, in our nego- 
tiations with foreign air carriers. 

Mr. Repptne. The point, however, I might add, sir, if I may, is that 
it isa maximum rate, but that general acceptance and usage has been 
to use it as a rate. 

Mr. Harris. I was very much interested in your statement regard- 
ing certain provisions which you brought to the attention of the com- 
mittee. It is in the Senate committee hearings, but has not been 
brought to our attention before and that was with reference to the 
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provision which does not give the Postmaster General complete au- 
thority over the direction of the mail service. I think you made a very 
good point there. 

Then, on the other hand, you do mention the fact that you favor the 
procedure under the Interstate Commerce Act with reference to rai! 
road-mail service. 

Mr. Reppine. Not necessarily the procedure. 

Mr. Harris. Well, you quoted the Commission. 

Mr. Reppine. Yes, sir. 

Mr. Harris. In its decision establishing mail pay rates in the Rai/- 
way Mail Pay case (56 I. C. C. 1). 

Mr. Repprna. Yes, sir. 

Mr. Harris. By which I assume you mean that you were favorable to 
the formula that the Interstate Commerce Commission pursues. 

Mr. Repprne. Yes, sir; I misunderstood your question. I am sorry, 
sir. I do agree. 

Mr. Harris. Now, do you favor the formula that is used with refer- 
ence to oceangoing vessels by the Maritime Commission ¢ 

Mr. Reppine. Well, that is a pretty pointed question. 

Mr. Harris. Well, if it would be embarrassing, don’t answer it. 

Mr. Repprxe. No, sir; no,sir, I think that*you are entitled to know 
what I have got to say. 

We have been proceeding for a number of years under the present 
rates which are in effect at the UPU rate level. However, they are not 
tied to the UPU rate level. They are set by the Postmaster Gen- 
eral. Now, the UPU currently is in a mood to cut those rates by about 
40 percent. We do not completely agree with that cut nor the 
standards for making it. They seem to ‘be aimed particularly at the 
large maritime countries, and for the benefit of those countries who do 
not - have large maritime establishments, and we feel that in view of 
the rising costs their attitude in this thing is not a reasonable one. We 
also object to the formula which they have set up, a so-called mathe- 
matical curve, to cover the movement of this mail, and we do not 
agree that the formula is a true cost formula, and so where we are 
going to come out I do not know; but it may be that we may leave the 
UPU rate level and go perhaps to another level at some future date. 

Mr. Harris. Would that be lower or higher? 

Mr. Reppine. Probably would be a higher rate; but I must say that 
that is only in the “if” stage at this time. 

Mr. Harris. But you do pay our own carriers the same rate that 
you pay foreign carriers? 

Mr. Repptne. At the present time; yes, sir. 

Mr. Harrts. At the present time? 

Mr. Repprnea. Yes, sir. 

Mr. Harris. Now, I am sorry, Mr. Chairman, to have used this time, 
but I do want to clear up two or three things here. It is important to 
me. 

You have brought the second major point for consideration here, 
and that is the authority the Department shall have in the controlling 
of the shipment of the mails. 

Mr. Reppinc. Yes, sir. 

Mr. Harris. Heretofore this issue has been raised. The crux of 
this legislation is the determination of compensatory rates—the method 
used. 
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Now, it seems to me that your statement this morning is in sharp 
conflict, in that regard, with that of the Civil Aeronautics Board. 

Mr. Repprne. I think, sir, that there has been sharp conflict, and I 
think it might well be pointed up by the very fact that in my testimony 
I said that we had assured the CAB that we would not take precipitate 
action in moving the mails under our control, the mails from the high- 
cost carriers t othe low-cost carriers, until the CAB had been given an 
opportunity to work out their ultimate rates. On the other hand, 
on the basis of that, I said that the CAB had told us that they had 
recognized the justice of our position and were willing to take a posi- 
tion that they would not object. 

Mr. Harris. Yes, you indicated that you would be favorable to 
the Senate-passed bill, with amendments that are to be brought up 
are prepared. 

Mr. Reppine. Yes, sir. 

Mr. Harris. At the same time, you indicated your approval of H. 
R. 508, I believe, if certain amendments were made thereto. 

Mr. Reppine. Yes, sir. 

Mr. Harzts. I believe you said certain clarifying amendments. 

Mr. Reppina. Yes, sir. 

Mr. Harris. Now, you do say in your statement here that as the 
mittee will note in his letter of February 1, 1952, the Postmaster 
General sets forth the standards which he believes should be pre- 
scribed by Congress to guide the board in fixing subsidy-free mail 
rates. 

Mr. Reppine. Yes, sir. 

Mr. Harris. And then you quote that letter. 

Mr. Reppine. Yes, sir. 

Mr. Haxris. And in it you outline, or there is outlined, various pro- 
posals or matters which should be taken into consideration in fixing 
that rate. 

Mr. Harris. The CAB informed us that it is their position that 
it should be on the basis of the cost of operation plus a fair return. 

Now, that seems to me to be the crux of this whole legislation in 
separating mail pay and subsidies. Do you agree with that? 

Mr. Reppine. I think that you may well be right on whether that is 
the crux of the whole legislation or not; yes, sir. 

Mr. Harris. Now, in order to get rid of subsidy, if rates can be paid 
to improve the operation of that industry, we would not have any 
problem at all, would we? 

Mr. Reppine. Yes, sir. 

Mr. Harris. Can that be done ? 

Mr. Reppine. I did not quite follow the question, 

Mr. Harris. This is with reference to the service. If separation is 
brought out about, how about the smaller or the rural lines throughout 
the country? Let me ask you, is it your opinion that service would be 
impaired in any way at all? 

Mr. Repprne. If the CAB sets proper rates—and I am sure they 
would—I cannot see that it would impair the service. 

Mr. Harris. You are probably right, and I assume that you mean 
by that rate right enough to provide the service ? 

Mr. Reppine. I think that would be a proper rate; yes, sir. 

Mr. Harris I understood so. 
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Mr. Repprne. I do not necessarily mean by that that I think a rate 
should go as high as the Government’s ability to pay on a particular 
thing; no, sir. 

Mr. Harris. I agree with you on that. But, are you favorable to 
the proposition in the Senate-passed bill, for 3-year contracts / 

Mr. Repprnc. That I feel is something outside our scope, Congress- 
man. I think that that is in the field of subsidy and we have no interest 
in that field. 

Mr. Harris. Thank you very much. 

Mr. Hinsuaw. Mr. Chairman. 

The Cuatrman. Mr. Hinshaw. 

Mr. Hrnsuaw. Mr. Redding, did I understand you correctly in 
answer to a query by Mr. O’Hara, that you though the method of fixing 
rates for transportation of mail pay by the Interstate Commerce 
Commission was a sound one? 

Mr. Repprne. Yes, sir. 

Mr. Hinsuaw. In other words, the formula should be based on the 
fair and reasonable rate and not on cost? 

Mr. Repprne. No. Our position, Congressman, is that it should not 
exceed cost, plus a reasonable return. 

Mr. Hinsuaw. Then you do not agree entirely with what the Inter- 
state Commerce Commission said. 

Mr. Repprne. The Interstate Commerce Commission has repeatedly 
set the rates at what their cost studies, and below what their cost 
studies, indicated the rate to be. 

Mr. Hinsuaw. I know, but the formula by the Interstate Com- 
merce Commission is that the rate should be fair and reasonable; is 
that correct ? 

Mr. Repprne. Fair and reasonable; ves. 

Mr. Hinsuaw. You disagree with that? 

Mr. Repptnc. Why, our position in connection with that legisla- 
tion has been that we should have a ceiling at not to exceed a fair and 
reasonable cost, plus a fair return. 

Mr. Rocers. Will the gentleman yield? 

Mr. Hinsuaw. Just a minute. You are taking two positions at 
one and the same time. You approve the Interstate Commerce Com- 
mission’s formula, and then you set up your own. Which one is it? 

Mr. Repprne. Perhaps my use of “approve” was a little bit broad, 
Congressman. May I say this: What I approved was the formula 
which the Interstate Commerce Commission used in reaching its rates, 
and I presume that that formula was employed under the formula laid 
down in the law. 

Mr. Hinsuaw. Which is a fair and reasonable rate. 

Mr. Reppine. Yes. 

Mr. Hinsnaw. All right. 

Mr. Rogers. Will the gentleman yield? 

Mr. Hinsuaw. Excuse me for just a second. I want to follow this 
up. 

Mr. Rocers. Yes. 

Mr. Hrnsuaw. Do you know whether or not the Interstate Com- 
merce Commission in establishing a fair and reasonable rate for 
transportation of mail by air established that rate on the basis of the 
hana cost carrier or on the basis of the average carrier or on what 
yasis ? 
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Mr. Revpine. No, sir; I do not know. 

Mr. Hinsuaw. You do not know? 

Mr. Repprne. No. You spoke of air? 

Mr. Hinsnaw. I meant rail pay; the Interstate Commerce Com- 
mission’s business. 

Mr. Reppinc. Mr. Wiprud, who was our counsel in that case, prob- 
ably could answer that question on the legal proposition better than 
I. 

Mr. Hrnsuaw. There is nothing legal about what I am talking 
about. It is merely the method of establishing the rate. Did they 
establish that rate on the basis of the cost of the lowest cost carrier ¢ 

Mr. Repptne. You mean the most recent case / 

Mr. Hinsnaw. Yes. 

Mr. Reppine. No, sir; they did not. I think that they specifically 
stated in their report that they finally took a cost study of their cn 
and finally set the rate at some level lower than their own cost -tudies. 

Mr. Hinsnaw. And you consider that that is fair and reasonable. 
That is subject, of course, to an examination by the courts. 

In any event, you do not mean to say that the rate that they set 
was based on the lowest cost carrier. 

Mr. Reppine. Mr. Wiprud could answer that better than I could. 

Mr. Wirrup. Mr. Chairman, in the recent railway mail pay case, 
the parties submitted each a cost study based upon field studies made 
jointly and they submitted those cost studies to the Commission upon 
substantially identical material. The Post Office Department came up 
with a cost study 43 percent over the existing scale. The railroads 
‘ame up with a cost study upon which they proposed rates 168 percent 
above the scale. The Commission restated those costs, using identical 
figures and came up, as Mr. Redding has indicated, with the rates pro- 
ducing revenues about 95 percent above that realized from rates in 
effect when the case was started in 1947. 

That does not mean the cost studies were not approximately correct 
or reliable. It just means that there are certain elements or areas 
where there is disagreement over whether the amount should be paid. 
For instance, the Post Office Department was against paying Federal 
income taxes, because the passenger service of the railroads does not 
pay income taxes, and there was another area of disagreement in 
regard to rising costs. 

We reduced the cost of labor, material and supplies to a unit cost 
of transportation. That was a large area of disagreement. There were 
other areas. 

The Commission ruled for us on some points and against us on 
other points, and thus restated the costs. But the significant fact was 
that under the standards of the Railway Mail Pay Act, the railroads 
proposed a rate scale which was based solely on cost; solely on fully 
distributed cost, plus a fair return. 

So what the Commission did was, as Mr. Redding has indicated, 
to restate the costs and, then, it considered the other rate-making 
factors and came up with rates 11 percent below full distributed costs. 

Mr. Hrnsuaw. That, I appreciate, but I assume that in that case 
there were conflicting figures and that you were attacking the broad 
figures of a group of railroads operating in a given territory. 


98025—52. 14 
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Mr. Wirrup. No, pardon me, Mr. Congressman, The Commission 
in this case classified all of the railroads of the United States into one 
class and applied a uniform rate scale to all of the railroads, whether 
they were class I railroads, class II railroads, or class LIT railroads. 

Mr. Hinsnaw. In computing the rates, did you include all of the 
railroads’ figures in one lump sum or did you separate them as to 
high- and low-cost companies ¢ 

Mr. Wirrvup. Well, as far as the cost studies were concerned, of 
course it was quite an involved procedure naturally for all of the 
railroads of the United States. We made studies with regard to train 
space utilized by mail, studies in regard to terminal services, switch- 
ing services, maintenance costs, and so forth. All of the costs that 
could be directly assigned to mail and to the other services, were so 
assigned, and the joint costs were apportioned upon the various 
theories that applied to the apportionment of costs. 

Mr. Hinsuaw. | get that, but what I am talking about is this: 
Did you take the figures of all of the railroads and lump them to- 
gether / 

Mr. Wirervp. That is right. It was an average cost. 

Mr. Hinsnuaw. Not based on the lowest cost carrier ? 

Mr. Wirrvup. It was not. It was not based on the lowest cost car- 
rier. ‘That is correct. 

Mr. Hinsnaw. In other words 

Mr. Wiervp. The average cost of the railroads of the United States, 

Mr. Hinsuaw. In other words, the lowest cost carrier benefited 
by the stepping up of the rate, by any difference it might have had in 
operating costs, between the rate established and their low operating 
costs, because it was an average and the highest cost carrier suffered, 
correspondingly. 

Mr. Wiprvup. That is correct, Mr. Congressman. 

I think this offers an opportunity to clear up another matter. 

There has been some discussion before this committee to the effect 
that when the Post Office Department puts a bag of mail on an air- 
plane, or on a train, or on a bus, or on a truck, or on a steamship, the 
Department is taking the property of that carrier for public use. 
The argument, from a legal point of view, begins with the Mononga- 
hela case Monongahela Navigation Company v. the United States (148 
U.S. 312, decided in 1892). In that case the Government condemned 
the locks and dams of the Monongahela River owned and operated 
by a private company and, of course, had to pay just compensation 
under the fifth amendment. 

Then, the case that applies that concept to mail is the New York 
Central case, United States v. New York Central (279 U.S. 73), which 
was decided in 1929. In that case Mr. Congressman, there was in- 
volved this question, and this is very important. 

The Interstate Commerce Commission initially had refused to per- 
mit retroactive pay to the railroads for hauling mail. In other words, 
the Commission had refused to relate the rate back from the date of 
their decision to the date of the filing of the application for increase. 

So, the New York Central railroad took a test case to the courts. 
When that case reached the Supreme Court it ruled that the Post 
Office Department had to pay for that retroactive period. 

Mr. Hinsuaw. Was the basis of that the fifth amendment ? 
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Mr. Wirervp. And in that decision there is language which indi- 
cated that that arises under the obligations of the fifth amendment. 

But, the Supreme Court in 1947 took occasion to examine the whole 
situation in its decision in United States v. Jones. In the Jones 
case 

Mr. Hesetton. What is the citation? 

Mr. Wirrup, 336 United States Reports, 641, decided in 1949. 

Jones was the receiver of the Georgia & Florida Railroad. That 
railroad was one of the participants in the 1928 railway mail pay 
case. It did not like the average rate that was fixed by the Inter- 
state Commerce Cominission for all of the railroads, so they brought 
a suit in the Court of Claims to collect what they said was just com- 
pensation. In other words, compensation based upon full distributed 
costs, plus a fair return, 

The case finally landed in the Supreme Court twice and in the last 
decision, which I have just cited, the Court held clearly that fixing 
rates for the movement of mail was a legislative function and that 
the same principles applied to the fixing of mail rates that applied to 
the fixing of all rates. 

Incidentally, in connection with that case, there was colloquy be- 
tween Mr. Justice Reed and the Solicitor General who argued the 
case for the United States. Justice Reed asked the direct question, 
“Isn't there, here, Mr. Solicitor General, a taking of property? Don’t 
you force this mail upon the railroads?” 

And, the Solicitor General’s classic answer was: “Force it, Mr, 
Justice! They beg for it.” 

Now, in a very recent decision by the United States Court of Claims 
here, the issue was considered in Capital Airlines v. United States, 


reported in 90, Federal Supplement, 926, and the court stated : 


We eannot find in any of the provisions of the Civil Aeronautics Act the re- 
quirement that the Civil Aeronautics Board, in fixing rates for the carriage of 
the United States mails, shall determine and pay “just compensation” in the 
sense which that term is used in the fifth amendment, and we think it is plain 
that in enacting the Civil Aeronautics Act Congress had no such concept of the 
requirements of the act that the Board should “fix fair and reasonable rates of 
compensation for the transportation of the mail.” 

This is stated on page 930 of that decision, and I might add that 
the Supreme Court denied certiorari in the case (340 U.S. 875). 

Now, the concept that there is a taking seems to be based upon the 
idea that the Postmaster General has a right to tell the airlines or the 
railroads what schedules they should operate and that they give high 
priority to mail. 

That was the same contention in the railway mail-pay case. I lived 
that case for 314 years, and we went all through that argument. 

The argument of the railroads was that because of the requirements 
in regard to schedules, priority, and so forth, there was a taking of 
property for which there must be just compensation, and that such 
compensation should not be less than full distributed cost plus a fair 
return. That was their contention, that just compensation was to 
be paid to the railroads. 

We took the other view and, of course, with the decision in the 
Tones case we had tremendous backing. We contended that the Post- 
master General was just a shipper, just like any other shipper, as 
far as the Railway Mail Pay Act was concerned, and that to the 
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extent that there was priority, or to the extent that the Postmaster 
General ever required a railroad to change a schedule. that that was an 
element of cost to be considered in arriving at a fair return. It does 
not involve any element of eminent domain. 

The Commission took the same position in its decision. In its de- 
cision it held that the same factors should be applied in fixing rail- 
way mail pay rates as are applied in fixing rates for any other traflic. 
So, the Commission, as I have stated, restated the costs at full dis- 
tributed costs and then took into consideration these other factors. 
They took into consideration what the railroads realized from other 
services, like express and passenger traffic; they took into considera- 
tion the steady volume of mail, and the steady compensation that they 
realized from it, and most important of all, they took into considera- 
tion competition. Then they arrived at rates 11 percent below full 
distributed cost, and found that such rates would be fair and reason- 
able. 

So, the Post Office Department, as Mr. Redding has stated, is urging 
the standard of not to exceed fair and reasonable rates, which is in 
keeping with the constitutional provision under the decision of the 
courts. 

Mr. Hinswaw. Thank you very much for that statement. That 

. . - : . 
point has been discussed before this committee and has been stated by 
various witnesses and by different people, but that is the clearest con- 
cept of it I have heard yet. 

he Post Office Department is in favor of establishing fair and rea- 
sonable rates. 

Mr. Wirervup. And not to exceed full distributed cost, plus a fair 
return. 

Mr. Hrysuaw. Possibly in the establishment 

Mr. Bennert. Will the gentleman yield? 

The Cuairnman. Are you asking Mr. Beamer or Mr. Hinshaw ? 

Mr. Bennerr. Will the gentleman yield? 

Mr. Beamer. He has the floor. I want the floor when he has finished. 

Mr. Hinsuaw. Just a moment. In reading the statement of Mr. 
Redding, on page 12, you came to the point where you said: 

For example, in 1950, Pan American would have received a total of approxi- 
mately $6,000,000 more on its Latin-American and Pacific routes, and a total of 
approximately $1,500,090 less on its Atlantic and Alaskan routes. 

That prompts me to examine appendix 2 of Mr. Nyrop’s statement, 
which I assume he was referring to. 

Mr. Repptne. Yes, sir. 

Mr. Hinsuaw. That encourages me to go a little bit further and to 
ask whether the Alaskan route of Pan-American carries any inter- 
national mail. 

Mr. Repprne. No, sir. It may carry some small amount, but net as 
international mail. 

Mr. Hrysnaw. That is not an international route. 

Mr. Repovrne. It is not. Moreover, that is a domestic operation. 

Mr. Hinsnaw. That encourages me to go over to page 2 and note 
the general notes to the table in appendix 2 in which Mr. Nyrop says: 


The basic rate of $2.86 has been used thorovghout— 


I assume throughout this table— 


although in several instances the rate is lower because the reported mail ton- 
miles are not broken down in such manner as to apply other than the basic rate. 
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And then he says some other things. I do not need to listthem. You 
can read them. 

So, that encourages me to go back to this table which I assume you 
are familiar with, and take the first item, American Airlines. Their 
actual revenues for carriage of international mail is said to be $123,000 
and as estimated at the UPU rate $471,000. 

Now. of course, I assume that the only international mail that Amer- 
ican Airlines would be carrying, internationally, would be that to 
Mexico, would it not? 

Mr. Repprxe. Yes, sir. 

Mr. Hinsuaw. Now, what is the rate established between the United 
States and Mexico for the transportation of mail by air? 

Mr. Repptne. It is considerably under that UPU rate. 

Mr. Hinsuaw. ‘That is correct. 

Mr. Reppine. 75 cent a ton-mile. 

Mr. Hinsnaw. 75 cents a ton-mile/ 

Mr. Reppine. Yes, sir. 

Mr. Hinsnaw. I think that that shows that other figures should be 
put together properly. 

Braniff does have a very extensive Latin-American business. Their 
total pay is $2,068,000, and as estimated under UPU rates, it would 
have been $646,000. I do not know whether the $646,000 is a proper 
rate to be charged there or not, on the basis of UPU, between the 
United States and Latin-America; do you 4 

Mr. Reppina. No, sir. The fact of the matter is that they are a 
thin route and they get a great deal of subsidy. 

Mr. Htnsuaw. I am talking about an estimated UPU rate. Now, 
yours is another point. 

Now. the Chicago & Southern carries mail, I believe, to Puerto Rico, 
does it not / 

Mr. Reppine. Venezuela also. I believe. 

Mr. Hinsuaw. Venezuela also. 

Mr. Repprne. Yes, sir. 

Mr. Hinsnaw. I suppose the UPU rate is different there. 

Mr. Reppine. Yes. 

Mr. Hixsuaw. Colonial carries Canadian mail. 

Eastern carries a large amount of mail, I assume, to Puerto Rico, 
does it not ? 

Mr. Reppine. Yes, sir. 

Mr. Hrxnsuaw. What is the rate to Puerto Rico; anything like $2.86? 

Mr. Repprne. No, sir; it is under that. The rate I am told is 75 
cents a ton-mile. 

Mr. Hinsuraw. That is avery small fraction of $2.86 a mile. Then 
this $1,184.000 should be materially reduced, should it not, and we 
should have the actual figures. 

National carries mail to Cuba and I have no way of knowing whether 
$50,000 is a proper figure or not. I assume that it is not as it shouldn’t 
be higher than the rate to Puerto Rico. 

Now. Northwest has several routes. It has one to Alaska: one to 
Hawaii. and one to the Orient, I believe. 

Mr. Repprne. That is right. 

Mr. Hinsnaw. Do you know whether or not the mail cost figures 
under the UPU rate as has been set down here includes the tonnage 
carried to Alaska and the tonnage carried to Hawaii or not ? 
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Mr. Repprne. I would presume it does, but I could not say for ce: 
tain. 

Mr. Hrwsuaw. In other words, that $5,278,000 is no clearer than 
what you said a moment ago about peas and beans. 

Mr. Reppine. Sir, I would not know. I did not prepare those 
figures. 

Mr. Hrnsnaw. But you are familiar with them. You know whi: 
is in this chart. You just said you did. 

Now, Panagra, of course, is operating in Latin America and get: 
paid a subsidy, I presume. As to TWA, I assume the same thing. 

United, as far as I know, has no international route. It only ca: 
ries to Hawaii, does it not ? 

Mr. Repprine. That is right. 

Mr. HinsHaw. Then how do you figure that they could get $2,56s, 
000 under UPU rates to Hawaii ? 

Mr. Reppine. You must remember, Congressman, that these are not 
my figures. 

Mr. Hinsuaw. Yes, but you understand them. You said you did 
yourself. 

Mr. Repprna. I might also say that generally speaking, the over- 
seas and territorial mails are considered outside of the realm of the 
domestic mails and generally are lumped with the international mails. 

Mr. Hinsuaw. but, I do not understand how such a calculation 
based on UPU rates of $2.86 per ton-mile could be made or a figure of 

2,568,000 could be arrived at for carrying the mails to Hawaii. Do 
you? 

Mr. Repprne. I do not know about that, Congressman. I did not 
make these figures up. They are not my figures. 

Mr. Hinsuaw. All right; but you agree with them. They look a 
little queer to me. 

Mr. Reppinc. Not necessarily. 

Mr. Hinsnaw. Well, we could go on and discuss the other points, 
but my point in discussing that paragraph was that $2.86 has been ap- 
plied to the Territorial and overseas mail included in these figures and 
the totals which you have referred to down here are just as cockeyed 
as they can be, are they not? 

Mr. Repprne. That is your conclusion. 

Mr. Hinsuaw. What is your conclusion about them ‘ 

Mr. Reppina. I beg your pardon. 

Mr. HixsHaw. What is your conclusion about them 4 

Mr. Repprne. I feel no need to make a conclusion on these figures 
I am merely basing my figures, basing them on figures that have been 
offered here previously by another man. 

Mr. Hrinsnaw. Yes, but you referred to them in your testimony? 

Mr. Reppine. Yes, sir. 

Mr. Hinsnaw. And assumed that they were correct when you re- 
ferred to them, and I think that we ought to check further on these 
things and find out what figures are being used, and find out how cor- 
rect you can say they are. 

Mr. Reppina. I agree with that. 

Mr. Hinshaw. You agree with that? 

Mr. Reppinea. Yes, sir. 

Mr. Hinsuaw. Then I suggest, Mr. Chairman, that we ask Mr 
Nyrop for a revision of this table. removing from the table all of that 
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mail that is Territorial and overseas and placing it in a separate cate- 
gory and applying the proper UPU rate to the balance of the mail 
transportation so we will know whether it is actually a savings or a 
loss. At the present time it shows that to use the UPU rate there 
would be a considerable loss and that figure has been used throughout 
this testimony and used, I believe, erroneously. 

The Cuatrman. Mr. Rogers. 

Mr. Hinsnaw. I have not finished. 

The Cuarrman. Your time is up. 

Mr. Hinsnaw. Everyone else has had half an hour, and I think 
I should be permitted to finish this line of questions. 

Mr. Reppine. Mr. Congressman, I will say on that point that we 
will be glad to go into our records on this same table and draw up a 
similar table and present it to you. 

Mr. Hinsuaw. That I think would be very fine, because then we 
would have some means of separating these things and I assume that 
the CAB have used their figures on the volume of mail or your audited 
figures. There are sometimes slight differences. I would like to ask 
unanimous consent, Mr. Chairman and gentlemen of the committee, 
that the gentleman from the Post Office Department, Mr. Redding, 
may be permitted to insert that table when he has prepared it, at this 
point in the record. 

(The table referred to is as follows :) 

Statement covering United States mail conveyed to foreign destinations by 
United States international carriers, calendar year 1950 
A. CARRIERS WITHOUT OVERSEAS MAILS 


' As estimated 


United States mail revenues 


Actual 


4 


American er 
American Overseas. - 
Chicago & Southern. 
Colonial........ 
National 

Pan American-Grace 
lrans World 

Pan American-Atlantie. 


Total. 


Braniff 

Northwest 

Pan American-LAD 
Pan American-Pacific__. 


_ aS ee 


Grand total... 


! Represents United States mail revenues adjusted under Board orders through Apr. 11, 1951. 
? For the purpose of this estimate the Universal Postal Union rates employed are as follows: 


B. CARRIERS WITH OVERSEAS 


OOO 
Ono 
ono 
ono 
009 
QU9 
ooo 
009 


37, 000 


MAILS 


700, 090 
128, 0990 


$1, 
3, 
4, 


, 444, 009 
16, 854, 000 


"44, 221, 000 


S82, 000 | 


st Universa’ 


Posta! Union 
} 


ates 2 


4, 000 
7, 009 
, 000 
3, O00 


20, 373, 000 
42, 920, 000 


As estimated 
at cost rates} 


53, 000 
1, 000 
30, 000 
7,000 
ooo 
000 
0 
000 


2, 864, 


3, 604, 


8, 256, 000 


$74, 000 

904, 000 

1, 210, 000 

3, 114, 000 

5, 392, 090 


15, 648, 000 


United 


States mail, letter, $2.86 per ton-mile; United States mail, parcel post, 714¢ cents per ton-mile. 
Calculated on basis of ton-mile costs appearing in appendix B of the Senate committee report on S, 435, 
‘ An approximation has been made to eliminate overseas Mails (and revenues) from actual payments to 


carriers, 





210 AIR-MAIL SUBSIDIES 


Mr. HinsHaw. Now, Mr. Chairman, there are a great many more 
questions that I wanted to ask, but [ will relax under your pressure. 

The CHatrman. You have had the floor for a longer time than 
usual. 

Mr. Hrnsnaw. After all this is a very important bill. 

The Cuarman. But we do not want to hear it to death and not 
have any action on it. 

Mr. Hinsnaw. That might not be a bad idea. 

Mr. Rogers. Mr. Chairman. 

The CHamman. Mr. Rogers. 

Mr. Rogers. I want to ask a question or two. [| want to refer back 
to the income of the air-mail carriers at the present time. Can you 
give us an estimate of what it is? 

Mr. Repprne. Yes, sir; I have that figure here some place. I was 
very careful to have that prepared and brought down to within the 
last few days, Mr. Congressman, but I find now that it is not in this 
ee 

Mr. Hinsnaw. That is in the cost ascertainment, Mr. Chairman. 

Mr. Rogers. What ? 

Mr. Hinsuaw. Is that not in the cost ascertainment ¢ 

Mr. Rogers. You may supply that. 

Mr. Repprne. Yes. 

Mr. Rogers. Do you happen to know how much you pay out to the 
carriers of air mail? Do you have that information / 

Mr. Repprne. Yes, sir; how much we pay out ¢ 

Mr. Rocers. For the transportation of air mail. 

Mr. Repprne. Yes, sir. 

Mr. Rocers. That is equivalent; the difference is equivalent to the 
subsidy you pay to the carriers; is that right? 

Mr. Reppine. No, sir; I would not say the difference. You say the 
difference ? 

Mr. Rogers. Yes; the difference between what that is and the cost. 
I mean, the difference between the income and cost, the difference that 
you pay out to the air carriers, is tantamount to the subsidy that the 
taxpayers have to pay for the carriage of air mail. Is that not correct? 

Mr. Repprne. The difference between our income and the ameunt 
we have to pay out would be the subsidy ? 

Mr. Rocers. Yes. 

Mr. Repprnc. It might be the subsidy. I am not sure that the net 
would be, simply because I am not absolutely certain under these 
rates that the postage pays the cost of the air mail. 

Mr. Rogers. How do you arrive at the subsidy payments, if that is 
not so? 

Mr. Repprne. Sir, we only arrive at the subsidy payment, that is, 
the total payment, by an application of the rate set by the CAB to the 
total miles flown with nail, transporting mails, as reported by the 
airlines. 

Mr. Rocrers. Now, if you were to increase the mail pay rate, that 
would reduce the subsidy that would have to be paid to the carriers, 
would it not? 

Mr. Repprne. Well, it might if it were a compensatory rate. If 
the elements that went into it there were not purely compensatory, it 
might actually mean that you were merely taking some of the subsidy 
money out on this side and putting it over here in on this side. j 
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Mr. Rogers. What factors do you take into consideration when you 
say compensatory rates? 

r. Repprne. Well, our sole guide is fully distributed costs plus 
fair return. 

Mr. Rogers. What is that ? 

Mr. Reppine. Full distributed costs, including a fair return. 

Mr. Rogers. That is all. 

Mr. Beamer. Mr. Chairman. 

The Cuarrman. Mr. Beamer? 

Mr. Beamer. Will Mr. Redding appear later, Mr. Chairman? 

The Cuairman. We are trying to get through now. 

Mr. Hinsuaw. I have a lot more questions that I would like to ask 
Mr. Redding. 

The Cuamman. We have two other witnesses here. 

Mr. Hrnsuaw. I would like to ask some further questions, 

Mr. Beamer. I have some questions that I feel have not been de- 
veloped at all. 

Mr. Hare. Mr. Chairman, I think that Mr. Redding should return.’ 

The Cuarrmman. Yes; he can return. But I would like to hear two 
witnesses who will only take about 5 minutes apiece. If Mr. Redding 
will suspend at this point, he can go on again. When will you be 
able to come back ? 

Mr. Beamer. I really would like to develop two points, and I do 
not think that we could do it in the short time that we have now be- 
fore we will have to adjourn. 

The Cuamman. Let us make it tomorrow morning at 10 o’clock, Mr. 
Redding. Will you be back then? 

Mr. Repprine. Yes, sir. 

Mr. Becxworrn. I have some questions. 

The Cuarrman. We have two witnesses here who desire to make 
very short statements. I did not know that we were going to take 
3 hours, for this witness. 

We will hear Mr. William C. Doherty, president, National Associa- 
tion of Letter Carriers. 


STATEMENT OF WILLIAM C. DOHERTY, PRESIDENT, NATIONAL 
ASSOCIATION OF LETTER CARRIERS 


Mr. Dourrry. Mr. Chairman and members of the committee, my 
name is William C. Doherty. Iam president of the National Associa- 
tion of Letter Carriers, an organization representing 103,000 letter 
carriers in all of the 48 States, Alaska, Puerto Rico, and the Hawaiian 
Islands. At the outset, I desire to thank the chairman and members of 
this distinguished committee for the privilege of testifying on H. R. 
508, the measure known as the air mail subsidy separation bill. I wish 
to reiterate that the National Association of Letter Carriers stands 
upon its statement made to your committee by me on May 24, 1950, 
in favor of separating subsidies from compensation for the cost of 
carrying air mail. I reaffirm the statement also made on my behalf 
by our vice president, Daniel R. Sullivan, before the Senate Committee 
on Interstate and Foreign Commerce on July 25, 1951. 

We commend specific: ‘ally the excellent report on subsidy separation 
made by this committee in the Eighty-first Congress. We support the 
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same principles and the same legislation now that we supported then, 
and we hope that your committee will favorably report H. R. 50s. 

Let me emphasize that we are definitely not opposed to aiding our 
airlines. We know that airlines are very helpful in developing the 
kind of airpower needed for national defense. We maintain, however. 
that the subsidies should be separated from air mail compensation sv 
that the finances of the Post Office Department can be presented to thie 
people in their true —_ 

In the nearly 64 years that this association has been in existence, the 
officers and members helv consistently refrained from participating 
in discussions having to do with the fiscal operation of the United 
States postal service. However, unbearable working conditions and 
poor service to the public compel us to express our views on this and al! 
other subjects having to do with postal management and fiscal policies. 
To refresh your memory, gentlemen of the committee, April 17, 1950, 
is the date when the. Postmaster General issued his never-to-be-forgot - 
ten curtailment orders which drastically reduced most all phases of 
postal operation. At that time, the Postmaster General gave as his 
reason for issuing the orders an ever-mounting postal deficit. Since 
that time, postal ‘workers generally, and letter carriers in particular, 
have been passing through the darkest days in postal history. More- 
over, the people of America have been ree eiving the worst mail service 
ever inflicted upon any civilized country. As an illustration, air mail 
is sped across the nation in 13 hours or less only to rest in the post 
office at destination for 24 or 48 hours awaiting delivery under the 
one-trip system. 

Letter carriers are being subjected to inhumane treatment because 
of the curtailment orders. Many have been compelled to retire on 
physical disability while others are reluctant to leave the service be- 
eause of Chairman Robert Ramspeck’s utterly ridiculous statements 
regarding the insolvency of the retirement fund. Therefore, Mr. 
Chairman and members, the separation of postal subsidies is of utmost 
importance. The passage of H. R. 508 will hasten the restoration of 
the postal service and bring about much-needed relief to tens of thou- 
sands of overburdened letter carriers. 

I thank the committee for this opportunity of appearing here. 

Mr. Hesevron. Mr. Doherty, in connection with H. R. 508, I pre- 
sume you were here when I asked Mr. Redding for his opinion about 
the advisability of section 5, with regard to the studies; the $300,000 
for making studies. 

I do not know whether you have considered that specifically. I 
wonder if you are prepared to make any statement on that point? 

Mr. Donerry. Of course, Congressman Heselton, my own opinion 
on that subject is that the entire postal service needs a study from 
top to bottom. 

Mr. Hese.ron. But this is directed specifically to the air-mail serv- 
ice. The Senate has spent something more than $300,000 in getting t! 
vast amount of material which they have gotten. 

Mr. Donerry. Well, I listened to that. 

Mr. Hesevron. This is for specific studies. Is that necessary in 
your opinion ? 

Mr. Donerry. Congressman, I listened attentively to Mr. Redding 
and I thought he made a very fine statement. I was very happy to 
note that the Post Oflice Department in principle endorses H. R. 508, 
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and, insofar as I am concerned, I am sure that the officers and members 
of the organization I represent would welcome such a study. 

Mr. McGutre. Mr. Chairman ? 

Mr. Becxwortn. Mr. McGuire. 

Mr. McGuire. Do you think that the passage of this bill would re- 
store the postal service which was cut so drastically / 

Mr. Donerry. Congressman McGuire, it would be a step in the right 
direction, because the cut in the postal service came about because of 
the alleged postal deficit of some $540 million. 

Now, it is not for me to say how much of the postal allocation is going 
for the actual carriage of the mails and how much is subsidy. I cannot 
define that. I doubt if anyone else can under the present hodge- 
podge system of cost ascertainment and values in the Post Office De- 
partment; but whatever the subsidy is, I] am in favor of it. That sub- 
sidy ought to be shown and the Post Oifice Department should be 
given full credit, so that these inhuman working conditions under 
which letter carriers find themselves operating at the present time 
can be relieved, and most important of all, the people of America 
receive the same type of efficient postal service that is given to people 
who reside in other civilzed countries on the face of this earth. 

Mr. McGuire. I think that you made a very fine statement. 

One more thing: Do you think maybe they could restore that direc- 
tory service? 

Mr. Donerty. It is the first step in the right direction. If we could 
save money by showing where the posta! allocations are going, most 
certainly the directory service ought to be one of the first “things that 
should be restored, because it is utterly ridic + pag ake a pies eof mail 
from, let us say, Portland, Maine, to San Diego, Calif., only to find 
after it reaches San Diego, Calif., that it cannot be delivered because 
it is misaddressed and has to go all the way back to Portland, Maine, 
and I think that the directory service, by all means, ought to be 
restored. 

Mr. McGuire. You will get a kick out of this. A fellow who works 
in my home town, who is a letter carrier, had a letter sent to him, and 
they did not have the number of his street. He has been livi ing there 
for 30 years. And he works in the post office. It was sent all the way 
back across the country. I think that that cost a lot more money than 
it would have to have had somebody look it up in the city directory. 

Mr. Donerry. It is utterly ridiculous and results in double ex- 
pense. 

I certainly would welcome an investigation of the entire postal 
service, Mr. Congressman. 

Mr. Cuenowern. Mr. Chairman ? 

Mr. Becxworrn. Mr. Chenoweth. 

Mr. Cuenowern. Mr. Doiierty, what is your attitude toward §S, 
136? 

Mr. Douerry. I have not commented on S.456. TI believe that H. R. 
508 is more in line with the objectives we have in mind, namely, to 
set aside the so-called subsidy, if it can be determined as to what it 
is, so that it will not be charged directly to the operation of the postal 
service. That is all we have in mind. 

Mr. CHEeNoweru. You are not opposed to S. 436/ 

Mr. Donerty. No; we favor H. R. 508, Mr. Congressman. 
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Mr. Beoxwerrn. Anything further? 

Mr. Hate. Why is that? 

Mr. Douerty. I beg your pardon ? 

Mr. Hate. You say that you favor H. R. 508. Do you object to 
S. 436? 

Mr. Douerry. I said that we had not made a complete study of 
S. 436. I did not say that we objected to it, sir, if I tom oltre the 
Congressman’s question. 

Mr. Cuenowetu. He said that he did not. We do not oppose it. 
We favor H. R. 508. 

Mr. Rogers. Mr. Chairman, we have a former Member of Congress 
here who has been here all morning, and if the committee is not going 
to adjourn right away, I would like for us to hear from him. 

Mr. Dowerry. Mr. Chairman, may I say that I have several clip- 
pings from the Dayton Daily News that I would like to insert as a 
part of my testimony. It is not voluminous. 

Mr. Beckworrn. Without objection, that may be done. 

Have you finished / 

Mr. Douertry. I am finished with my statement and again thank 
the committee for the opportunity to testify. 

(The clippings referred to follow: ) 


[From the Dayton Daily News, Dayton, Ohio, March 17, 1952] 


Marit Crawts Here; Pony Express or 1861 Sperpy py COMPARISON, POSTAL 
SurveY SHows 


FIRST OF A SERIES 
(By Bill Mackey, Daily News staff writer) 


Daring Pony Express riders were moving the United States mails 250 miles 
in a single day when the service ended on October 21, 1861. Today, nearly a 
century later and during the era of the streamliner, airliner, and fast truck, 
Dayton mail takes as long as 48 hours to move 3 miles. 

The famed horseinen of that St. Joe to Frisco mail service could be halfway 
across Kansas in the time that it takes an air-mail special-delivery letter today 
to get from a green letter box at Grafton and Neal Avenues in Dayton to the 
post-office building on West Third Street. 

Mail service is way down. The Dayton post office admits it. It’s not what it 
used to be. The mails crawl along. 

Once it took only 6 to $ hours for a letter to get from one Dayton residential 
address to another within the city limits. Today, it can take as long as 41.9 hours. 

One letter took 7 hours to move only 40 feet inside the post office. 

Letters marked “Air Mail’ and carrying 6-cent air-mail stamps don’t go by 
air, but are pushed off onto trains. 

Special-delivery letters—20 cents extra charge—don’t get special handling. 

Ordinary 3-cent first-class mail is beating air mail and special deliveries to 
destinations because the last two are apparently stalled in the Dayton post 
office. 

Inept handling of mail has kept a special-delivery letter immobile in bins and 
boxes in the post office for as long as 8 hours. 

Before 1950, a truck collected mail from the familiar green boxes on city street 
corners and a letter was postmarked and on its way by train or plane in 2 hours. 

Now a postman picks up the mail from the box and carries it around for as long 
as 6 hours while he makes his regular deliveries. 

Even after the carrier reports to his station in the city and turns in his col- 
lections another hour or so goes by before they are postmarked. It can take as 
long as 8 hours before a letter can start on its way. 

A series of test letters—air mail, special delivery, and regular first class— 
were mailed to and from Dayton and Columbus, Geneva, N. Y., and Washington, 
D. C.—along were letters destined for Dayton addresses. In most cases, ineom- 
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ing Dayton mail was handled with speed and dispatch. But outgoing and intra- 
city mail appears jammed. 

There are reasons for the clogged post-office bins and boxes. For example, 
Dayton post-office receipts last year jumped nearly $1,000,000 over the $6,942,- 
760.39 worth of mail handled in 1950. And that’s three times what it was in 1940. 

The annual receipts in 1933 were $1,852,332.11. By 1940 they had jumped to 
$2,871,101.36. Ten years later the figure was $6,942,760.39. Last year it was 
$7,738,033.61. 

And receipts for the first 2 months of 1952 show this trend is continuing. 

While the volume of mail has increased, economy cuts have foreed sacrifice in 
services. In addition, employment turn-over has averaged more than 25 percent 
annually since the end of the war, leaving the complex job of mail sorting to 
inexperienced men. 

First-class mail is used most by business and by the individual for intracity 
correspondence. Residential mail service was cut from two deliveries a day to 
one a day in the spring of 1950. 

Before 1950, if you got up about 7 a. m. and dropped a letter in the city slot at 
the post-office building, it usually was delivered late the afternoon of the same 
day. 

This reporter mailed a letter at 7 p. m. on a Dayton View Street corner. The 
last truck collection was at 6:25 p. m., so the letter sat in the mail box until 8:30 
a. m. the next morning—13.5 hours. 

It was picked up at 8:30 a. m. by the carrier, who kept it with him until he 
finished his deliveries. Then at 4 p. m. it was brought to the post office and post- 
marked—another 7.5 hours. 

The letter remained in the post office awaiting the carrier who would take it 
to its destination. He left the post office at 8:45 a. m., 16.7 hours more. It was 
delivered at 1. p. m. that afternoon—another 4.2 hours. 

The total time for this letter mailed in Dayton to a Dayton destination—41.9 
hours. This is only one example. 


{From the Dayton Daily News, Dayton, Ohio, March 18, 1952] 
COMPLAINTS OF SLOW OHIO MAIL SERVICE ARE VOICED IN WASHINGTON 
SECOND OF A SERIES 
(By Bill Mackey, Daily News staff writer) 


tepresentative Clarence Brown, (Republican, Ohio) said recently that com- 
plaints of slow mail deliveries are reaching Washington from many parts of 
Ohio. 

Brown’s comment followed an address in the House of Representatives in 
which he said “Almost everyone” is complaining that mai] service is much slower 
than before. 

Factories, business firms, and professional offices use the Dayton mails with 
regularity and volume. 

A check with the girl behind the office typewriter—the secretary—indicates 
regular “same day” delivery service to business addresses is nonexistent in 
Dayton although the last carrier to leave the post office on a business trip doesn’t 
start out until 1 p. m. 

A few test letters mailed at the post office before 10 a. m. made “same day” 
service to business addresses located near the post office. But there was no 
instance of a letter mailed in a green corner box ever reaching a business address 
on the same day. 

The Syracuse, N. Y., post office, serving the same population but a larger 
area than Dayton, appears to offer better service than the Gem City and does it 
with 400 fewer employees. Syracuse has 664 employees, while there are 1,050 
on the rolls in Dayton. 

Business trips leave the Syracuse post efies at Sa. m., noon, and2p.m. Any 
letter mailed in the central post-office building before 1 p. m. will be delivered 
to a business address on the same day. 

Most of the test letters in Dayton had to be mailed at the main post office 
before 10 a. m. to get “same day” service. After 10 a. m. a letter usually spends 
the night in the post office. 
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One “same day” letter was mailed a few minutes befure 10 a. m., Was posi 
marked at 10, and went out with a trip at 10:30 a. m., and was delivered a block 
away at 2: 07 p. m.—only 4 hours. 

It doesn’t save time to come down to the post office early. Another letter to 
the same address was mailed at 6 a. m., apparently missed the first trip at 8: 45 
a. m., then missed the second at 10:30 a. m., and finally made the last busines. 
trip—more than 8 hours. 

The business trips afiord the only chance for “same day” service. In all test 
letters, mail addressed to residences in any part of the city was not delivered 
until the following day. 

But back before Congress ordered cuts in postal service in the spring of 1950 
there were regular two-trip residential deliveries and “same day” service was 
taken for granted. 

The San Diego post office in California has the same number of employees a. 
Dayton, but covers a larger area and a larger population. The postmaster there 
says his post office has “same day” business deliveries and even maintains two 
trip residential deliveries. 

lilowever, a comparison of outgoing mail figures indicates that Dayton’s mui! 
load is 50 percent higher than that of Syracuse and San Diego. The 1951 figures 
were: San Diego, 84,521,284 pieces of mail; Syracuse, 95,994,437, and Daytoi 

32,708,347. 

Incoming mail figures were not available for the other two cities, but for Day 
ton the total was 104,483,337 pieces for a grand total of 237,191,684 pieces of 
mail handled here last year. 

Postmarks were important measures in the test letters. In one instance, post 
marks showed a letter to a Dayton residence address was sent on its way 
hours after a Columbus-bound letter mailed at the same time and place. 

The delay+in postmarking the Dayton letter might explain why it took it 38 
hours to travel 3 miles. The Columbus letter made 65 miles in 14 hours. 

A letter mailed in the Third Street post office “city slot at 6 a. m. took nearly 
S hours to travel only 40 feet to a letter box down the hall. For some unknown 
reason it missed the business sorting for the 8:45 a. m. and 10:30 a. m. business 
trips and just made the last delivery. 

And Mrs. George Eastman, of 34 Plumwood Road, called Tuesday morning to 
report a similar and timely experience. 

“Miss Ada Youse, of 111 South Robert Boulevard, mailed a St. Patrick’s Day 
gcreeting card to me early Saturday morning. It wasn’t postmarked until Mon 
day—3:30 p. m. I received it this morning—3 days after it was mailed.” 


[From the Dayton Daily News, Dayton, Ohio, March 19, 1952] 


“SpeciAL Dewivery’ Nor ALWAys So Spectar—AtIr Mar SLower THAN TRAIN 
SOMETIMES 


THIRD OF A SERIES 
(By Bill Mackey, Daily News staff writer) 


Air-mail letters (3 cents extra) and special delivery mail (20 cents extra) are 
supposed to be speeded to their destinations and get special handling, respectively. 

A summary check of air mail and specials going through the Dayton post 
office disclosed these facts: 

(1) A large percentage of air mail slated for Columbus, for instance, doesn’t 
get near an airplane. 

(2) Outgoing special-delivery mail has been stalled in the local post office for 
as long as 8 hours while other mail passed it by. 

(3) Ordinary 3-cent first-class letters many times beat air mail and specials 
to the same destination. 

The Dayton post office readily admits that a lot of Columbus-bound air mail 
is sent to that city by train. 

One explanation is that the distance between the two cities is so small, it 
appears rail transportation is easier and faster. In fact, the post office advises 
the public to send mail to Columbus and other nearby cities by regular 3-cent 
mail rather than air—because it’s cheaper and faster. 

Special-delivery mail, for some reason, gets jammed up in the Dayton 
post office. A special and an air-mail were dropped in the same green box 
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at the same time. Both were picked up at the same time in Dayton. But the air- 
wail Was postmarked and on its way to Geneva at 2:30 p.m. The special was 
collected from the same green box at the same time—s: 30 a. m.—but it was not 
postmarked and sent out until 4 p. m. 

Counting the length of time the special was in the green box from mailing to 
collection, the special-delivery letter (20 cents and special handling, remember) 
was stalled in Dayton for 20 hours. 

Twenty hours can fairly be considered a rather lengthy delay for a letter 
which is supposed to be getting special handling. 

And special-delivery mail, according to a post office aide, is mail which gets 
preferred handling from the time it is dropped at the orignating post office, en 
route, and when it reaches its destination. 

There is a special slot for special-delivery mail and air mail in the Dayton 
post office. According to officials, this mail is collected every few minutes and 
is separated and postmarked before each train and plane departure. It is sup- 
posed to be handled as separate mail through its trip. 

A 3-cent first-class letter an da special delivery both were mailed in the Dayton 
post office at 6 p. m., destined for a Columbus address. 

The first-class was postmarked 7 p. m., and arrived in Columbus at 8:30 a. m 
the next day. The special was not postmarked until 8 p. m., an hour after the 
first-class letter. As a result it arrived later than the first-class although both 
were mailed at the same time and the special cost extra money. 

But again, all special-delivery test letters mailed to Dayton from other cities 
were delivered to their destinations within an hour after arriving at the Gem 
City post office. 

Three-cent letters have been known to beat specials and air-mails on many 
cecasions, The post office admits this too, and offers this reasoning: 

If an air-mail and a 3-cent letter are mailed at the same time, here is what 
happens: The 3-center is processed and put on a train, say to Washington, D. C 
The air-mail is processed and put on a truck for the municipal airport. When 
it arrives at the field, the skies are overcast and planes are grounded tem- 
porarily 

Under post-office rules, the mail must be sent out on the next available trans- 
portation—even if the ceiling lifts an hour later and an air flight is available 

So back to the Dayton post office the letter goes. (All this time the first 
letter is well on its way to Washington.) The air-mail is placed on the next 
available train for the capital. This takes time, and the ontcome is the lowly 
3-cent letter arriving as much as a day before the air-mail. 

By this time it has been pretty well established that the mail is moving slowly 
The results of test letters indicate this, and the post office admits it. Wherein 
lies the blame? 


{From the Dayton Daily News, Dayton, Ohio, March 20, 1952] 
MORALE OF WorxKeERS Poses PROBLEM FOR Post OFFICE; “Dotnc Our Pest,” 
POSTMASTER 


FOURTH OF A SERIES 
(By Bill Mackey, Daily News staff writer) 


“We are making a supreme effort in this city to give the best possible postal 
service under adverse conditions.” 

These were the words of Harry F. Schiewetz, 47 years in the postal service, and 
acting postmaster and postmaster at the Dayton post office since 1946. 

They were uttered shortly after he and John L. Jones, superintendent of mails, 
had sat quietly in the postmaster’s second-floor office in the Federal Building 
While this reporter questioned him about the creeping and crawling mail here. 

Schiewetz and Jones both admitted mail service just “ain't what she usta be.” 

They put the blame in two places: 

1. The 1950 curtailment order which slashed collections and cut deliveries. 

2. The Whitten amendment which was tacked as a rider to a 1950 appropria- 
tions bill and which affects gravely the morale of postal employees, who are, after 
all, the people who can make mail move quickly or slowly. 

The Whitten amendment, brought on by Representative Jamie L. Whitten, 
Democrat, of Mississippi, became law in September 1950. It provides that no 
new Federal employee can be hired on a permanent basis. 
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“Once the pest office drew steady, sober workers even though the pay wasn’t too 
high, just because there was that measure of security,’ Schiewetz said, “but now 
that feeling of security is gone.” 

“We have to compete with industry for good workers,” he continued, and 
Dayton industry pulls prospective employees from us with offers of the highest 
average salary in the State. 

“Until last November a starting employee got only $1.311% an hour. A recent 
wage boost aimed at attracting workers makes the starting salary $1.61% an 
hour.” 

The Dayton post office has a 25-percent annual turn-over in employees. This 
means new employees must be hired continually, and each must learn the complex 
postal scheme. 

Their basic problem is the thousands of towns, cities, and streets they must 
memorize. 

When a new worker starts at the post office, he is a substitute, and at that only 
a temporary substitute. He’s given all the hard jobs. He has to throw the 
heavy parcel post around. : 

On top of that he must learn the Dayton post office scheme which involves 
memorizing the zones, the sections in the zones, city streets in the sections, all 
the towns and cities in Ohio, plus key cities and towns in Illinois, Indiana, West 
Virginia, Kentucky, Tennessee, California, and Michigan. 

It takes a year of study on the employe’s own time—without extra pay—to 
learn the post-office scheme, according to Schiewetz. Then the employee is tested 
on what he has learned and must have a score of 95 percent. 

“What employee wants to do this and take an interest in his work when he 
knows he is only a temporary employee?’ asks Schiewetz. 

The temporary employee won't memorize these schemes, and as a result letters 
get stalled in the post-oflice waiting to be put in the right place. 

Much of the blame for slow mail deliveries also falls on the curtailed service 
order issued in the spring of 1950. Collections were cut and deliveries were 
reduced. 

That high morale is a requisite for efficiency in mail handling is evidenced by 
this statement from William E. Krenning, of San Diego, whose post office was 
used in earlier comparisons with Dayton: 

“As a passing remark, it may be stated that we have an exceptional crew of 
employees, that the letter carriers in particular are doing everything possible to 
keep the mails delivered in the least possible time. The morale of our employees 
is at a high level, which in turn shows the efficiency of all concerned. This is 
further substantiated by the very few complaints which are received at this office 
relative to delayed mail.” 


{From the Dayton Daily News, Dayton, Ohio, March 21, 1952] 


Fre_p, DAYTON Post OFrFrice OrriciALs Hop1nc To Spreep Up HANDLING oF Mart 
FoR Clry, BASE 


FIFTH AND LAST OF A SERIES 
(By Bill Mackey, Daily News staff writer) 


Early in 1950 mail from the last collection at the green boxes on street corners 
used to come into the post office at about 11 p. m. Now the deadline is around 
8 p. m. 

This means you're out of luck if you drop a letter into a green box after about 
6:30 at night. You might just as well add another day to the time it will take 
your mail to arrive at its destination. 

This fact has been recognized by the Dayton post office, and as recently as last 
week Postmaster Schiewetz, in an answer to a Post Office Department inquiry, 
suggested later collection hours would make for better service. 

The same curtailment order in 1950 also cut home deliveries from two a day 
to one a day. This also often delays mail an extra day. Letters once delivered 
in the late afternoon—the second delivery—are now held over to the next day. 

Reduced train service has caused delays in letter mail. Advantageous trains 
have been dropped from rail schedules for one reason or another, Schiewetz 
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The abolition of the directory service is another factor which slows mails. At 
one time a misaddressed letter was rerouted to its destination by specialized 
postal employees. Now it is either returned to the sender or sent to the dead-letter 
office. 

Delays in the transportation of air mail are increasing. American Aviation 
Daily reports the Post Office has levied lots of fines against the airlines for fail- 
ure to carry the mail on the most advantageous flights. The fines have been as 
high as $1,000. 

The airlines, according to the publication, were warned in December by postal 
authorities that, unless the situation improved, more fines would be levied. 
The airlines replied by pleading that defense orders cut into available space. 

Officials at Wright-Patterson Air Force Base, whose added unprecedented vol- 
ume of mail is an additional load on the Dayton post office, have observed that 
mail for the base routed through the Gem City post Office has slowed down 
somewhat recently. This is probably due to the congested condition at the Dayton 
post office, according to Lt. Col. C. C. Cross, Chief of the Correspondence Man- 
agement Section, Air Adjutant General’s Office. 

A majority of the billions of dollars in Air Force contracts handled by the Air 
Matériel Command are handled through the mails, according to Colonel Cross, 
and fast mail service is a necessity. 

The officer said base officials are trying to get these proposals effected to insure 
a speed-up: 

1. Change of address at WPAFB in order to get incoming mail routed right to 
the base without going through the Dayton post office. Mail would be addressed 
to Wright-Patterson Air Force Base, Ohio, and would come direct from the Union 
Station under this plan. 

2. Installation of an independent branch post office in area B to dispatch out- 
going mail directly to trains at Union Station. 

3. Dispatching and receiving air mail to and from the base at the Dayton 
Municipal Airport in Vandalia, thus relieving the post office of a considerable 
volume of mail. 

As has been mentioned, the Dayton post office realizes the mail is moving 
slower. Here is what postal officials hope for in the future: 

1. The Dayton post oflice may use tractor-trailer trucks for mail shipment 
within the State to offset what they call the continued worsening of service 
offered by the railroads. Such a plan is hoped to be put into effect when the new 
post office annex is completed at Fifth Street and Wayne Avenue. There is no 
room for maneuvering trucks at the post office now, but the new annex plans 
leave plenty of parking space. 

2. Dayton post office officials hope that someday their employees will be back 
on a permanent basis, with good salaries and job security attracting steady and 
efficient workers. 

3. Renewal of the two-trip residential deliveries to speed up mail service. 

4. Lessening of the restrictions on collections in order to reduce delays in get- 
ting mail on its way. 

5. Completion of the parcel-post annex to reduce crowded conditions in the 
main post office. 

6. Approval of the Hoover Commission recommendations aimed at streamlining 
the postal service and putting it on a paying basis. 

Schiewetz says he, like most postmasters, is in favor of 95 percent of the Hoover 
Commission plan. 

“We are trying to give the city the best mail service we can,” says Schiewetz, 
“but right now we are working under real handicaps. 

“The condition which exists in our post office is no different from the problem 
facing every post office in the United States.” 

However, postmasters in Syracuse, N. Y., and San Diego, Calif., face the same 
problem as Schiewetz. They apparently have licked it. 

The Syracuse post-office employee carries twice the per capita mail as the 
Dayton postman, but the postmaster reports better residential and business 
delivery service. 

The San Diego postmaster, who can recall only a few complaints, says his 
patrons are entirely satisfied with that city’s service. Both leave unexplained the 
disclosures of the Daily News survey and the complaints on the mail service voiced 
by Daytonians. 
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{From the Dayton Daily News, Dayton, Ohio, March 23, 1952] 


Prorest MAIL ServicE—PostMASTER PLEDGES INVESTIGATION 


(By Bill Mackey, Daily News staff writer) 


Postmaster Harry Schiewetz yesterday promised to check each complaint 
handed him by the Dayton Daily News following a series of stories in the News 
which prompted readers to tell how the slow mails affected them. 

The complaints and protests ranged from a charge that mail was being tosse: 
away when the postman couldn't deliver it to the proper address to a suggestion 
that a postmaster be appointed for Oakwood. 

Schiewetz felt that “most of them will turn out to be the usual complaints wy 
get during the year. Naturally, each one is important to the individual becaus: 
it happened to him. But most of them are only trival. We get them all tlie 
time.” 

The series of stories in the News reported the results of a survey made to de 
termine just how fast mail was being handled in the Dayton post office. 

The survey was based on a number of test letters mailed in Dayton and be 
tween the Gem City and other cities. 

The postmaster said that his office can find the reason behind a complaint in 
99.1 percent of the cases. 

Here are some of the complaints which the News has forwarded to Schieweltz 
Mrs. J. W. Andrews, of 303 Fernwood Avenue, reports that her husband i: 
Korea says letters to his wife were returned because they were addressed to ai 
old residence at 1212 Superior Avenue. ‘he letters were stamped “unknown,” 
she says. But friends at the Superior address tell her the mannan has never 

questioned them about her whereabouts. 
“And people have brought my letters to me that they found in the street, 
she reports. 

Nick Kiptyk, 420 Stonemill.Avenue wrote to comment on the series and said, 
“In case you want to check the speed of this letter, I am mailing it in time for 
an 11:15 a. m. pickup at the mail box at Lawnview and Kiefaver Streets.” 
Kiptyk’s letter was postmarked at 9:30 p. m. 9 hours and 15 minutes after it 
was collected. 

Mrs. H. W. Hunter, of 1919 Suman Avenue, telephoned to report that her 
husband posted an air-mail letter in Chicago on a Wednesday. He arrived home 
at 2:30 a. m. Saturday, and his letter was finally delivered at 5:30 that after- 
noon, she said. 

The president of Local 383, Amalgamated Lithographers of America, 144 South 
Garlind Avenue, writes to report his mail box is stuffed with mail marked for 
three different addresses, none of which is located at his office. Another letter, 
clearly addressed to “Herb Shaw, Science Editor, Dayton Daily News, Dayton, 
Ohio,” was delayed for some time because it was missent to the Duriron Co. 
on North Findlay Street. 

The president of an engineering firm in Dayton phoned to report he suspects 
mail deliveries are not being delivered by special means. He says he believes 
several specials to his firm were delivered by the regular truck which collects 
mail from the corner green box. “Another special was postmarked ‘Dayton, 
4p.m., Saturday’ for us, and it wasn’t delivered until Monday.” 

These are few of the responses to the slow mail series, and all have been turned 
over to the post office for investigation. 

Mr. Beckwortu. We certainly would like to accommodate one of 
our former very beloved colleagues before this session adjourns. It 
is a privilege to have with us Hon. J. Hardin Peterson, of Florida. 
Many of us served for several years with Representative Peterson. 
He was one of the most popular members of the House that any of us 
ever served with, and I know in Florida he is even more popular than 
he was here, and that is saying a lot, because everyone genuinely 
appreciated you, Mr. Peterson, when you were here. 
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STATEMENT OF J. HARDIN PETERSON, LAKELAND, FLA. 


Mr. Pererson. Thank you, Mr. Chairman. I treasure my service 
and my friendship here. 

Mr. Chairman, I do not want to disrupt the hearings. I can make 
my time fit the time of the committee. 

Mr. Roeers. Mr. Chairman, let me say this: I know that Mr. 
Peterson is very much interested in this legislation and is going to be 
here tomorrow when more members will be here and would rather 
make his statement at that time. I think he should be permitted to 
do so. 

Mr. Pererson. I will do whatever the committee prefers, although 
I can make a very short statement—it will not take over 4 or 5 min- 
utes—and, with the permission of the Chair, I will submit a little 
statement for the record. 

Mr. Becxworru. Let me say this, Mr. Peterson; naturally, you 
know the purpose you have in mind. If you feel that your purpose 
will be better served by coming here tomorrow and making your state- 
ment at some time in the morning, when we hope that there will be 
more members here, the committee certainly will accommodate you 
at that time. 

If you prefer to proceed at this time and then ask to conclude other 
remarks, you certainly will have that privilege. 

Mr. Htnsuaw. I would like to point out to our former colleague that 
this morning at 10 o’clock there were fewer members present here than 
are here now. 

Mr. Pererson. I was going to say, in the interest of conserving time, 
I will proceed now; and, with the permission of the committee, I 
will supplement my statement with a short statement that I will pre- 
pare later. 

Mr. Beckxworrn. Without objection, you may proceed. 

Mr. Pererson. Mr. Chairman and gentlemen of the committee; I 
am appearing as an attorney for the U. 8. Airlines, Inc., which is 
a certificated freight carrier having offices in New York, and the presi- 
dent lives in our State. Asa matter of fact, he lives in the home town 
of our colleague, Mr. Rogers. 

We are hopeful that in any legislation that is reported out, whether 
it be H. R. 508 or S. 436, that a provision will be made thereby where- 
by the certificated freight carrier can participate, at least participate 
on a compensatory basis. 

Actually we realize that freight carriers as such will not be great 
competitors on ordinary mail as such, because that moves as rapidly 
and as expeditiously as possible; but there has come into being in 
recent years the parcel post, the air parcel post; and freight carriers 
are ideally situated for handling that type of business. 

The parcel post, generally speaking, is packaged late in the evening, 
and the freight carriers’ schists are such that they can handle that 
very expeditiously. 

Other testimony has indicated that passenger carriers are not 
equipped so well to carry parcel post. 

So I want to call that to the attention of the committee. 

The particular airline I represent has service from New York to 
Florida; New York to New Orleans; New York to Atlanta; and 
Detroit to Cincinnati, Atlanta, and New Orleans. 
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A rather interesting statement was given to me by the president of 
the company that his cost per ton-mile is a little less than half of some 
of the regular rates per ton-mile. 

So that is about the story I wanted to tell. 

In other words, I would like to amend whichever bill you should 
report out so as to have a provision which would make them, and 
others similarly situated, eligible on a compensatory basis to handle 
this, particularly realizing that other air mail it — not get but 
could do a splendid service in the matter of parcel post and that 
they are better equipped to handle it and handle larger packages. 

This particular outfit is all cargo. What I say with reference to 
them applies to some others. 

Mr. Beckworru. Mr. Peterson, to be sure that we understand what 
you have in mind, when you mention this participation, you have in 
mind getting possibly a subsidy like the other airlines get? Is that 
what you have in mind ? 

Mr. Pererson. I do not like call it subsidy, but I would like to 
see that we come under the provisions of the act. 

But you could even provide that on actual compensation. But at 
present the bill refers to the carriers that are certificated for the han- 
dling of mail, and that is limited. You notice in both of the bills it 
says “holding certificate authorizing the transportation of mail.” And 
I would like the bill to be amended so that we could be authorized to 
handle it. I realize that it is a question of working out the proportion 
that they may properly handle, more than anything else, and that 
would probably be air parcel post, and they could handle it on a basis 
that could be actually worked out as compensatory. 

Mr. Becxkwortn. Would you prepare the type of amendment you 
have in mind and make it a part of the record ? 

Mr. Prrerson. That is what I had in mind in connection with my 
supplementary statement. 

Mr. Htnsnaw. Mr. Chairman. 

Mr. Beckworru. Mr. Hinshow. 

Mr. Hinsuaw. Is there anything in the law now that would preclude 
the certification of freight carriers—prevent them from carrying the 
mail? 

Mr. Pererson. I do not think there is in the present law. However, 
when you analyze 436, it refers each time to “holding a certificate 
authorizing the transportation of mail” and there is some fear in my 
mind that might freeze it as to those now holding the certificates 
for the transportation of mail. 

Mr. Hixsuaw. Well, there is nothing to prevent issuing a certifi- 
cate to anyone for carrying the mails. They cave issued a great many 
in the last 5 years, as you well know. 

Mr. Hesevron. They have to have a certificate to carry the mails? 

Mr. Hrnsnaw. They have to have a cerificate in order to carry the 
mails, but there is nothing that precludes the issuance of additional 
certificates in any of the bills, so far as I know. 

Mr. Harris. Will the gentlman yield? 

Mr. HrysHaw. Yes. 

Mr. Harris. -\s 1 understand, what you propose here is to provide 
appropriate legislation that would permit the Post Office Department 
to deliver mail to be carried by nonscheduled or noncertificated air- 
lines as well as certificated airlines; is that your position ? 
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Mr. Pererson. . I would be willing to limit it to certificated airlines. 
I see no particular reason why they could not work out the other 
feature if it is to the advantage of the Government, but there are cer- 
tain certificated freight carriers today who say they cannot participate 
under this bill, and in the Senate report there is some wording in that 
report that frightens us, too. 

On page 41 of the Senate report, there is wording there that fright- 
ensus. But what will I do, Mr. Chairman, in the interest of time, I will 
work out a few short amendments which I think will cover the 
situation, 

All we want is an opportunity, and my client tells me that actually 
he operates at 78 cents per plane-mile and on 6 tons his actual operat- 
ing cost is only 13 cents per ton-mile, and he says that he can handle 
advantageously parcel post which the present passenger carriers are 
not actually equipped to handle. 

Mr. Hrnsuaw. May | ask a question ¢ 

Mr. Pererson. Yes. 

Mr. Hinsuaw. Is he prepared to operate a regular air-mail route, 
or merely desires to carry between certain points ¢ 

Mr. Peterson. He can run a regular air-mail route, between certain 
points. 

Mr. Hinsuaw. Between certain points. 

Mr. Pererson. Yes, sir. 

Mr. Hinsnaw. That is a different thing. Of course, if you have to 
make stops every 150 miles, or something like that, that would make 
for added costs, which I am sure that your client would not be in- 
terested in ? 

Mr. Pererson. He operates now from New York to Florida and 
New York to New Orleans; New York to Atlanta; Detroit to Cincin- 
nati and Atlanta and New Orleans. 

Mr. HinsHaw. Yes, but he would not want to make the short in- 
termediate stops. 

Mr. Peterson. He could, of course, if he got the pay. 

Mr. Hinspaw. Anybody can do it if they get the pay. That is the 
whole point. That is the whole point of it. If an operator got paid 
enough, he could afford to make all of the stops in the world. 

Mr. Pererson. That is right. I merely want him to be in a posi- 
tion where he can compete and be able to compete. He can do it as 
cheaply as anyone else can do it. 

Mr. Cuenowetn. Mr. Chairman, since I am the only member of 
this committee who had the pleasure and privilege of serving on the 
Public Lands Committee of which the gentleman [Mr. Peterson] 
was chairman, I want to assure the witness that it gives me great 
pleasure to welcome him before our committee today. 

Mr. Pererson. Thank you very much. 

Mr. Rogers. Let me say, Mr. Chairman, about our former colleague. 
Let me say this about Mr. Peterson, that while he was here he was 
one of the hardest-working Members of Congress. 

Mr. Cuenowern. That is right. I greatly enjoyed my association 
with him on the House Public Lands Committee. 

Mr. Beckxwortn. That is right. 

Mr. Rogers. Not only from Florida, but the entire Nation. 
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Mr. Beckwortu. And I want to say this again, that there never was 
a more popular Member of Congress than Mr. Peterson. 

Mr. Pererson. Thank you. 

(The following supplemental statement was later submitted by 
Mr. Peterson: ) 


SUPPLEMENTAL STATEMENT OF J. HARDIN PETERSON OF LAKELAND, FLa. 


Supplementing my oral statement, I wish to call the attention of the commit- 
tee to the Senate hearings on S. 436 and to the Senate report on page 40 wherein 3 
the Department of Defense clearly advocated that any certificated air carrier 4 
be made eligible. Hon. John A. McCone, Acting Secretary of the Air Force, 
stated August 6, 1951: 

“It is the opinion of the Department of Defense that it would appear to be in- 
consistent to deny to the Government the possibility, if desirable in the national 
interest, of subsidizing operators of heavy-freight aircraft requiring little con- 
version for military use.” 

There are a number of bills before the committee. The chairman of the com- 
mittee very kindly suggested that J place in the record proposed amendments. 
We, of course, do not know which bill will actually be reported or whether other 
amendments will change the line or section numbers, What we want to do is em- 
phasize the importance of granting eligibility to certificated freight carriers as 
well as the other certificated carriers and to make this provision applicable under 
any bill which may be reported out. 

Notwithstanding the above recommendations, you will note that the Senate 
bill S. 436 report contains the following provisions : 

“All air-freight forwarders have been exempted from the requirement of hold- 
ing certificates and are not considered as eligible. Neither are the large and 
small irregular air carriers eligible, as these carriers also have been exempted 
from the certificate requirement and hold only temporary letters of registration.” 

I would espectfully suggest the following amendments to S. 436, after the 
words “air-carrier holding a certificate,” lines 6 and 7, page 2, strike out the 
words “authorizing the transportation of mail by aircraft” and in lieu thereof, 
insert “of necessity and convenience.” ; 

In lines 4 and 5, page 5, strike out the words “carrier certificated for the 
transportation of mail” and insert in lieu thereof the words, “certificated carrier.” 

In line 12, page 10, strike out the words “authorizing transportation of mail by 
aircraft” and insert in lieu thereof “of necessity and convenience.” 

In lines 8 and 9, page 12, strike out the words, “authorizing the air transpor- ‘ 
tation of passengers, property, and mail” and insert in lieu thereof “of necessity ; 
and convenience.” 

The purpose of this is to make eligible freight carriers and similar carriers 
which hold a certificate of necessity and convenience and do not previously hold 
a certificate for the transportation of mail. In my original statement I pointed 
out the growth of the air parcel post. The freight carriers are peculiarly fitted 
for this type of work. I do not want to make the statement too long but I do want 
to reiterate the forcefulness of the statement made by the Air Force contained in 
the Senate report and in the hearings. 

The proposed amendments are dealing primarily with S. 436 but the principles 
I have discussed are equally applicable to the various other bills and whichever 
bill reported out should clearly make eligible the certificated freight carriers. 

In the H. R. 507, the Kennedy bill and the Heselton bill we find the words, 
“certificate authorizing the transportation of mail by aircraft.” I would re- 
spectfully suggest that in lines 15 and 16, page 2, the words, “authorizing transpor- 
tation of mail by aircraft” be stricken and the words, “of necessity and conven- 
ience” be inserted and that on line 10, page 4, the words “authorizing the trans- 
portation of mail by aircraft” be stricken and the words, “of necessity and con- 
venience” be inserted. 

I have no doubt but that the granting of the opportunity to this type of carrier 
will result in savings for the Government, increased efficiency and a fair op 
portunity without freezing the privileges to any particular group. 


Mr. Becxworrn. Before we adjourn, I have two letters here which 
without objection will be included in the record. 
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The first is from Mr. Coates Lear, in behalf of the Overseas National 
Airways and the other one is from the Wisconsin Committee on Hoover 
Commission findings. 

(The letters referred to are as follows :) 


Wasurineaton, D. C., March 24, 1952. 
Re H. R. 508. 
Mr. Ropert CROSSER, 
Chairman, House of Representatives, 
Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 

Deak Mr. Crosser: I am writing you on behalf of Overseas National Airways, 
a nonsubsidized contract air carrier which, since June 30, 1950, has been operating 
exclusively for the Air Force as one of the prime contractors on the so-called 
Pacific airlift. Flights are conducted between the west coast and Japan, carry- 
ing high priority passengers and cargo on the out-bound movements, aud military 
personnel, cargo, and litter cases on the return trips. 

Overseas wishes to urge that your committee report favorably upon H. R. 508, 
which we understand will be the subject of hearings commencing today. 

The records of the Military Air Transport Service will show that nonsubsidized 
air carriers have consistently operated under contacts with the Department of 
Defense at a much lower rate than the subsidized airlines which have performed 
similar services for the military. Under such conditions, the operating costs 
of nonsubsidized airlines provide a valuable yardstck for measuring the efficiency 
(or inefficiency) of the subsidized air carriers. For example, for the 12 months 
ending December 31, 1951, Overseas’ total cost of operating four-engine (DC—4) 
transport aircraft across the Pacific was $1.09 per mile. Pan American World 
Airways currently receives approximately $1.20 per mile in mail pay for operating 
four-engine aircraft in commercial services in the Pacific area. It seems incred- 
ible that Pan American should receive from the Government a mail pay rate 
per mile substantially in excess of Overseas’ entire per mile operating cost, 
particularly in view of the fact that both carriers are operating four-engine air- 
craft in the Pacific area. 

The value of the yardstick provided by nonsubsidized air carriers, however, is 
minimized unless some effective means can be provided for separating payments 
for transportation of mail from subsidy payments. In my opinion, H. R. 508 
would go a long way toward accomplishing this desirable objective. 

Overseas also believes that the separation of mail pay from subsidy should be 
done by legislative action and not by adminstrative determination of the Civil 
Aeronautics Board. In the case of the large certificated domestic airlines, the 
Board now considers 45 cents per ton-mile to be a compensatory rate (free from 
subsidy) for the transportation of mail. Overseas’ published tariff provides for 
the transportation of cargo between domestic points at a rate of approximately 
16 cents per ton-mile. In view of the fact that the transportation of mail re- 
quires no advertising and other expenses incidental to the transportation of 
commercial cargo, it seems apparent to Overseas that a rate of 45 cents per ton- 
mile for the transportation of mail is not, in fact, compensatory, but contains a 
large element of subsidy. 

I shall greatly appreciate your including this letter as part of the record in 
hearings on H. R. 508. 

Very truly yours, 
Coates LEAR. 


THE WISCONSIN COMMITTEE ON Hoover COMMISSION FINDINGS, 
Madison, Wis., March 21, 1952. 
Representative Gren R. Davis, 
House Office Building, Washington 25, D. C. 

Dear GLEN: Our committee long has been interested in supporting the recom- 
mendations of the Hoover Commission that air-mail pay and subsidies be sepa- 
rated. I know you are familiar with this legislation, and I am advised that it will 
be up for consideraiton by the House Committee on Interstate and Foreign Com- 
merce beginning March 24. 

It is our opinion that H. R. 508 is preferable to the amended Senate bill 436, 
which did not separate foreign air-mail pay from subsidies but confined this only 
to domestic lines. Would you kindly appear before the Committee on Interstate 
and Foreign Commerce to register our support of H. R. 508? 
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As matters stand, the post office deficit this year is estimated at $768 million 
and something ought to be done about it. Included in the post office costs, with 
no one able to determine to what extent, are the subsidies airlines receive to 
stimulate their development. The public should know how much is spent for air. 
mail payments and how much is spent for air subsidies. The present plan repre- 
cents very poor business procedures when it comes to determining costs and what 
is represented in them. 

Will you also please advise other Wisconsin Congressmen of our position? I 
would appreciate a reply and any suggestions you may care to offer. Thanking 
you for your assistance in this matter, I am 
Sincerely, 


Gavin W. McKeErrow, Chairman. 


Mr. BeckworrH. The committee will stand adjourned until 10 
o'clock tomorrow morning. 

(Thereupon, at 12:20 p. m., the committee adjourned to meet at 10 
a. m. the following morning, Thursday, March 27, 1952.) 
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THURSDAY, MARCH 27, 1952 


Hovse or RepreseNTATIVES, 
ComMMITYrEE ON INTERSTATE AND ForeIGn COMMERCE, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10 a. m., in room 
1334, New House Office Building, Hon. Lindley Beckworth presiding. 

Mr. Beckworru. The committee will come to order. 

Mr. Redding testified yesterday and we had to suspend while we 
heard two other witnesses. We did so with the understanding that 
you, Mr. Redding, would be back and we are pleased to have you back. 

Mr. Beamer wishes to ask you some questions. 


STATEMENT OF JOHN M. REDDING, ASSISTANT POSTMASTER 
GENERAL, ACCOMPANIED BY ARNE C. WIPRUD, ASSOCIATE 
SOLICITOR, POST OFFICE DEPARTMENT, WASHINGTON. D. C.— 
Resumed 


Mr. Repprne. I wonder, Mr. Chairman, if I might first read our 
remarks on H. R. 508, as requested by Mr. Heselton, yesterday ¢ 

Mr. Beckworru. You may. 

Mr. Reppine. Thank you, sir. And, there was also another item 
that Mr. Rogers asked for yesterday which we have now prepared, 
and we can present that to you at the same time. 

Mr. Beckwortn. May I make this observation? Mr. Beamer has 
a radio engagement 

Mr. Beamer. I have plenty of time, Mr. Chairman. 

Mr. Beckworrnu (continuing). I understand, and I want to say, 
Mr. Beamer, that you may intervene at a point that is convenient with 
you so that you may get your questions in. So, you be the judge as to 
your time. 

Mr. Beamer. Let Mr. Redding make his brief statement. 

Mr. Beckworrn. All right. You may proceed, Mr. Redding. 

Mr. Repprne. There is one other age if I may finish up with the 
unfinished business of yesterday. Mr. Hinshaw had asked us if we 
had certain other information and we volunteered as a matter of fact 
to make another statement concerning the table which, from our in- 
formation, which the CAB had here. I say that we had volunteered 
after your request of yesterday, to make up a new statement of the 
UPU figures in relation to the rates paid airlines from our own infor- 
mation. We have not completed that as yet, but I hope that we will be 
able to give it to you tomorrow morning. 
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Mr. Hrnsuaw. I should appreciate it very much. 

Mr. Reppine. Thank you, sir. 

Yesterday I stated that H. R. 508 would not be objectionable to the 
Department if certain minor amendments were made. The commit- 
tee requested that we state the amendments that we had in mind. 
These amendments related to that portion of the bill that has to do 
with the fixing of subsidy-free mail rates, for, as I stated yesterday, if 
the separation is made, the Department would of course have no direct 
interest in the subsidy promee of the act. 

First of all, we would suggest an amendment that would strike the 
words, “aircraft mile,” which appears in line 19, page 2, of the bill. 
The reason therefor is that aircraft mile, as a measure of mail service 
performed would perpetuate an element of subsidy in mail pay. In 
other words, the carrier would be paid so much per plane mile regard- 
less of the amount of mail carried. The measure should be related 
to weight or space as otherwise provided in this section. 

We would also suggest an amendment to the provision in the bill 
relating to temporary rates as it appears on page 3, beginning at line 
11, and is designated paragraph (3) of subsection 406 (a). As I 
stated in my testimony yesterday, the Department has always chafed 
under the use of temporary rates for it has been our experience that 
temporary rates tend to delay the establishment of permanent rates. 
Further, we have found that the public good might be in danger by 
the using of temporary rates only as a means of raising rates while 
permanent rates are being examined. 

However, as I testified, it is possible that the Civil Aeronautics 
Board might need some such power to aid them in liquidating their 
present backlog of mail-rate cases. Therefore, if the provision is 
amended so that power is given to the Board to fix temporary service 
rates downward as well as upward, we would not object to this pro- 
vision. Therefore, we would respectfully suggest that the provision 
be amended to make it unmistakably clear that temporary mail rates 
could be reduced as well as increased during the period when the 
Board is considering the establishment of final rates. 

With regard to the provisions appearing on pages 6 and 7 of the 
bill, relating to reports and studies to be made by the carriers at the 
instance of the Board, I would respectfully suggest that this is a 
matter on which the views of the Board should be obtained. As the 
bill reads, it would seem to relate more particularly to the subsidy 
provisions of the bill. However, if it be considered that it also ap- 
plies to information and studies about service mail rates, I would 
suggest that the committee may want to consider the language of the 
Interstate Commerce Act which has been in effect for many years 
authorizing the Commission to require annual, periodical, or special 
reports from the carriers, and to prescribe a uniform system of ac- 
counts. This appears in section 20 of the Interstate Commerce Act. 

In this connection, we would like to suggest that a provision be 
included in the bill that would enable the Postmaster General to 
obtain from any carrier certificated for the transportation of mail 
information necessary for the performance of the Postmaster Gen- 
eral’s duties in respect to mail rate proceedings. Such a provision 
is now included in S. 456, as it passed the Senate. It must be borne 
in mind that virtually all of the information regarding operations 
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and costs, which are essential to the determination of rates, is in the 
vossession of the carrier and inasmuch as it is the obligation of the 
Postmaster General to present to the Board proposed rates, it is 
essential that such information be made available to him. | 

These are all of the amendments that we have to propose to this 
bill. 

Mr. Dotiiver. Mr. Chairman. 

Mr. Becxworru. I have already promised to recognize Mr. Beamer. 

Mr. Reppin. May I read this other matter at this point? It is 
very short. And, I will insert it. This was gotten up at the request 
of Congressman Rogers, to furnish information which he requested 
which we were unable to supply yesterday. This has been made in 
the form of a table with some explanation, and I wonder whether it 
might not be simpler for me to just give copies of it to the clerk and 
to the committee for examination rather than trying to explain in a 
lengthy fashion. 

Mr. Beckxworru. That would be my preference. So, you may do 
that. 

Mr. Repprne. And I will offer it for the record. 

Mr. Becxwortru. Without objection, it will be included in the 
record at this point. 

(The table referred to is as follows :) 


Air-mail service costs, fiscal year 1951—Foreign air-muil service 


The following figures show revenues and payments to carriers chargeable to 
the foreign air-mail service for the fiscal year 1951: 


EEE TIRE SAY SEO Sie SO SE CN. OCD $31, 306, 067 
NN i I a cass coucteesisincnipencglianicnmaiainnnae 65, 030, 288 


It is possible that the difference between these two figures might coincide with 
the amount of subsidy paid to international air carriers. However, this would 
be a coincidence. The 1951 cost ascertainment report for the Post Office Depart- 
ment shows that all allocated costs for the handling of foreign air mail are 
$77,992,677. Thus from a postal standpoint, the service now operates at a deficit 
of $46,686,610. ; 

Domestic and foreign air-mail-service costs 





-ayments to carriers j 
Payments to carrier Deficit for 





stal reve- allocate 
Postal re ve re Sse) alloc: ted Post Office 
mace : | conte Department 
| Service | Subsidy “a 

af Eee ee Ce Sa eee! —|——_—_—|—_—__— ‘ PES fos Eee ee 
POR aint teactbicabvcd 31, 306, 067 | ) $65,080, 288 |... as $77, 992, 677 $46, 686, 610 
i” RI CO? ie ape 95, 425, 704 38, 094, 803 2 $34, 509,884 | 121,414, 073 25, 989, 369 
RES SE re ees 126,731, 771 | ! 103, 125, 091 | 34, 509,884 | 199, 407, 750 72, 675, 979 


_ ' No breakdown between service and subsidy in foreign air mail service payments. Therefore this figure 
includes subsidy. 
? Based on service rates in Civil Aeronautics Board administration separation of service and subsidy costs. 


Mr. Beckworrn. Mr. Beamer. 

Mr. Beamer. Mr. Redding, I just had two lines that I wanted to 
pursue. Both of them are very closely related. 

First of all I want to compliment you on your statement. 

On page 2, you refer to the bogeyman and assure us there is no 
bogeyman. 

I think many of us who are watching legislation coming in before 
this committee realize that there is always that imminent danger of 
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a bogeyman of some type appearing in the legislation. And, I hope 
that you are absolutely correct on this occasion. 

And, I want to compliment you on the motives you expressed, pet 
ticularly on page 5. Then, I want to ask you some questions about 
that point. 

Reference was made to competition. I am wondering, in figuring 
on competition—I think that was referred to on page 9, I believe it 
was of your statement as I have noted it here—some of the factors 
you mentioned—no; that is later. 

Some of the factors you mentioned are competition. In other words, 
in figuring costs. 

Mr. Repprne. Yes, sir. 

Mr. Beamer. Now, I was rather interested yesterday when you 
said that apparently there were three different cost methods that had 
been used and three different costs had been ascertained in the same 
case and then it was your Department that attempted to assemble one 
basic cost formula out of that. 

Mr. Repprne. Were we speaking of the Interstate Commerce Com- 
mission case ? 

Mr. Beamer. I think you were speaking of the Interstate Commis- 
sion case at that particular time. 

Mr. Repprne. I think my statement with regard to that yesterday, 
Mr. Beamer, was in connection with the recent railway-mail-pay 
case. 

Mr. Beamer. That is right. 

Mr. Reppine. That the railroads and the Department made a joint 
study of the movement of mail in the country and they made separate 
cost studies on the same basic information. 

I said that these cost studies as they finally evolved varied widely. 
The Department’s final estimate, when reduced to a horizontal basis, 
would have given the railroads about a 45-percent increase, including 
a 25-percent interim increase already received, and the railroad pro- 
posal would have brought about a 168-percent increase. Bear in mind 
that both these figures were based upon the same data. 

The Interstate Commerce Commission received both of these pro- 
posals and in drawing its order made a restatement of the basic data 
and figured a cost lay-out of their own, and when their order came 
down they fixed a rate below the cost figure that they had previously 
set themselves. ? 

Mr. Beamer. The reason I bring this point up is because I feel that 
it is very pertinent and accountants have told us—and I have dis- 
covered in business we can always find accountants who will figure the 
way we would like to have things figured, if we want to present a 
certain argument. 

Now. I wonder if there is not that danger, Mr. Redding, you are 
going to have to recognize in connection with a set of figures prepared 
by the proponents and by the opponents of a certain rate case. 

Mr. Reppine. I think that is always true. 

Mr. Beamer. Now, then, what are the factors that enter into such a 
consideration—that is, such a computation—and how much of a factor 
can you place on competition ? 

Mr. Repprne. I think that 





Mr. Beamer (continuing). That is a factor in figuring costs. 
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Mr. Repprnc. On the matter of the competition which enters in these 
cases you would find the proponents and the opponents have varying 
views as to the effect of competition. The responsibility of the Board 
in this case or the Interstate Commerce Commission in the other case 
was to fix what they fee] would be satisfactory. 

Mr. Beamer. I am thinking of another type of competition. For 
example, in the American industry, is it not true that domestic and in- 
ternational lines pay for their own planes; purchase their own planes 
and own equipment ? 

Mr. Repprne. I think they purchase their own equipment with the 
moneys that they have in their treasury, which are certainly their own 
moneys, except they include a good element of subsidy. 

Mr. Beamer. And pay for the service rendered ? 

Mr. Repprne. Yes, sir. 

Mr. Beamer. I am wondering if you can tell the committee how 
much of the equipment of foreign airlines that are now transporting 
mail may have been purchased with United States money. 

Mr. Reppine. That I could not say. I am sure that they have used 
American lions of one sort of another to purchase equipment, mostly, 
I imagine, from American companies. 

Mr. Beamer. I happen to have in my possession a copy of a recent 
issue of American Aviation, which indicates all of the planes that 
have been purchased and the authorizing agencies. 

I find here, for instance, it says that 33 planes for foreign countries 
were paid for out of ECA funds. Now, is that not a type of competi- 
tion with our own people, our own international and domestic 
carriers ¢ 

Mr. Repprne. Now, you are going far afield from my position. 

Mr. Beamer. I-realize—— 

Mr. Repprnc. If I may say this: I am in no position here, from my 
knowledge of the Post Office Department, to argue the theory of com- 
petition as regards the ECA or the Mutual Security Agency or any 
other organization. I merely say that, if you felt that that was an 
element of competition under our judgment, that that certainly could 
be brought into any argument before the CAB. 

Mr. Beamer. Well, I am just reasing the question: Would it not 
be a justifiable cost, because of the competition basis? 

Mr. Repprne. I would think that 

Mr. Beamer. I would think so. 

Mr. Repptnc. I would think the proponents of it that they would 
certainly advance this argument and it would be up to the CAB or 
the agency which was adjudicating the matter to decide whether or 
not that was a proper element of competition. I would not wish to say 
that it is our theory that it is not, or that it is, certainly. 

Mr. Bramer. I am only pursuing this point, Mr. Redding, because I 
contend it essential if we can depend entirely on the cost-plus plan— 
if vou want to call it that. 

Mr. Reppine. Well, I kind of cringe from the phrase “cost plus.” 
I seem to remember somewhere that “cost plus” has a bad odor. 

I say that our standards should be fixed on full distributed cost, in- 
cluding a fair return. 

Now, if competition, as you say, is an element, it certainly can be 
considered as an element of cost. If priority, which I heard discussed 
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at great length the other day by the representatives of the airlines— 
so-called priority—were brought into the matter, certainly that would 
be an element of cost, because if you have to give priority, as they indi- 
cated, then certainly that might bring about additional cost, and it 
could be considered as an additional cost and would be considered simi- 
larly on the argument that the Postmaster General has the right to set 
schedules—which, I might add, he has never done, although you would 
not recognize that fact from the testimony given here. The fact is, if 
the Postmaster General did require an airline “to install a schedule 
to suit his convenience, or the convenience of the mails, I should say 
that, too, would be an element of cost and certainly would be applicable 
in any study for a rate, and would be properly considered under the 
standards I have discussed. 

Mr. Beamer. I was rather astounded when I discovered here that 
the 1952 estimates and the estimates for 1953 indicate that there would 
be at least 61 planes being paid for by the United States and these 
planes are to be used by foreign governments, and conceivably a goodly 
number of those will be carrying mails under the UPU rates. 

Mr. Repprnc. Well, as I said 

Mr. Beamer. Now, they are receiving two subsidies at the same time, 
the same as our carriers are receiving 

Mr. Repprne. I beg your pardon; two subsidies? 

Mr. Beamer. I mean they too will be receiving subsidies the same 
as ours. 

Mr. Repprne. In what regard ? 

Mr. Beamer. Well, let us consider the ECA contribution as a sub- 
sidy. I mean, we could conceivably consider it as a subsidy, or a sort of 
assistance, or whatever we want to call it, and they would be receiving 
subsidies the same as our own domestic and international airlines are 
receiving them at the present time. I do not know how. 

Mr. Reppine. I do not know whether it is under the same theory. 
Again I say I am not in a position to argue that. 

Mr. Beamer. I realize that, Mr. Redding. I am only raising this 
question from a businessman’s point of view. I do not see how we can 
determine it or how in the world we are going to arrive at a cost basis. 
That is one element. I rather have sympathy for you people who have 
to establish this rate. 

Mr. Repprne. No, sir; don’t have sympathy for us, because we do 
not want to establish it. That comes under the authority of the CAB. 

Mr. Beamer. Then suppose UPU rates were abolished entirely. 
Suppose they were. How would the rates be established ¢ 

Mr. Repprnc. The UPU rates? 

Mr. Beamer. I mean if they were abolished entirely. 

Mr. Repprne. Well, the UPU rate is a negotiated rate between gov- 
ernments. I can only say that if you abolish the UPU, by some action 
of one nation or a group of nations 

Mr. Beamer. Pardon me; does not that happen in wartime? 

Mr. Repprng. No, sir. 

Mr. Beamer. It does not; it is continued ? 

Mr. Repprne. It is continued. It might be hampered a little bit in 
its application; but it is continued. 

I would only say this: that in the air industry, prior to the establish- 
ment of the UPU maximum rates, there was a chaotic condition of 
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rates being set by every carrier to suit their convenience and to take 
advantage of what the traffic would bear. 

I might say that up to a short time before the UPU maximum rate 
was established in 1947, at the Congress of Paris, the air rate for 
transportation of mail by the United States lines was somewhere 
around 10 gold francs per ton-kilometer, which was limited short] 
before the UPU rate went in; that is, was reduced by action of this 
Government. 

The same condition existed in all other lines that were operated by 
other companies from other countries. 

Mr. Dotirver. Will the gentleman yield at that point? 

Mr. Beamer. I will yield. 

Mr. Dotiiver. You referred to the fact that the UPU rate is tied to 
the gold franc. That is a French monetary unit; is it not? 

Mr. Reppina. No, sir; no. The postal gold franc has a sort of 
checkered history. It originally was a Swiss gold franc in the early 
years; had its origin there; but, since the decline in the value of cur- 
rencies since the First World War, the postal gold franc has been 
assessed at a figure in relation to the equivalent of so many grains of 
fine gold. It has no relationship with any established currency today. 

Mr. Doxuiiver. It is a recognized international monetary unit for 
the purpose of fixing values? 

Mr. Reppine. What I mean is, it is not a national currency. 

Mr. Dotuiver. It is not a national currency. 

Mr. Repprne. No. 

Mr. Dotiiver. Now, is it not a fact that at the present time the UPU 
rate is 6 gold franes for mail between the United States and Europe? 

Mr. Repptne. Per ton-kilometer; yes, sir. 

Mr. Dotitver. Per ton-kilometer ? 

Mr. Repprne. Yes, sir. 

Mr. Dotiiver. And is it not alsq true that on May 1, by interna- 
tional agreement, that rate is to go down to 5 gold francs? 

Mr. Repprne. Not completely true; no, sir. 

That is one of those complicated matters. The rate schedule is set 
up as a category A, at 3 wold francs per ton-kilometer; a category B, 
at 6 gold franes per ton-kilometer. 

Then, there is the combination rate which in the past has been 
figured at 3 gold francs for the distance it travels at 3 and the distance 
it travels at 6. The rate is figured at that, and you arrive at an 
average rate between the two. 

Now, in the interest of bringing some order out of that, they have 
tried in the last year or year and a half to eliminate the so-called 
combination rate and arrive at an average rate that would be applica- 
ble all of the way, where they have such combinations of 6-gold-frane 
and 3-gold-frane traffic, so that traffic moving through the so-called 
mail gateways from Europe to the United States would travel at 5 
gold franes per ton-kilometer. However, certain other mail moving 
from Europe to the United States might not move through gateways 
and, therefore, would not move at the 5 gold frances, but would move 
atthe6. , 

The majority of the mail, however, between the European Conti- 
nent and the United States does travel through the so-called gateways 
and would take the 5-gold-frane combination rate to New York. 
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Mr. Douuiver. That would represent to that degree a reduction in 
the compensation of the American international carriers; would it 
not ¢ 

Mr. Reppine. Yes, sir. 

Mr. Do.utver. Is it not also true that one of the European coun- 
tries—namely, Czechoslovakia—has proposed a further reduction to 
4 gold francs, which would further reduce the compensation of the 
American international carriers ? 

Mr. Reppine. Well, there are three general proposals to reduce the 
rates in UPU, sir. I should say there are three proposals for rates 
in the UPU. 

The United States proposal at the present time is for status quo. 

The proposal which is favored by the airlines, which we have so far 
interposed no objection to, particularly, other than our stand that we 
would prefer the status quo and which is favored by a majority of 
the Western European countries, is one which provides in effect. two 
flat world rates: one a flat world rate for st hl mail at a level 
somewhere in the neighborhood—although no figures have definitely 
been ascribed to that—somewhere in the neighborhood of a level of 41, 
to perhaps 5 gold francs. The other half of that rate proposal is a 
flat proposed rate for nonsurcharge mail, which is somewhere around 
3 aa francs. 

The third one is the proposal of Czechoslovakia which has been 
turned down by the International Air Transport Association and 
which has not secured a great deal of support among the member 
states of the UPU, which is for one single world rate and although 
they do not necessarily specify any particular figure, I think that they 
indicated the figure which they would probably want to set, at around 
414, However, in debate they have mentioned figures as low as 3. 

Mr. Dotiiver. Now, to round out this discussion, will* you ex- 
plain what you mean by surcharge and nonsurcharge mail / 

Mr. Repprne. Yes, sir. Surcharge mail is where you pay the air- 
mail postage, and nonsurcharge is other types of mail. 

Mr. Douutver. That is all. Thank you. 

Mr. Beamer. Mr. Redding, I will not pursue this point any further, 
The reason I raised it is because on page 14 you quoted the Postmaster 
General in stating that, or in setting forth the standards which he be- 
lieves should be prescribed, or that the Board should use in fixing sub- 
sidy-free mail rates. 

Mr. Repprxea. Yes, sir. 

Mr. Bramer. I think we could also subscribe to many of those 
points. I am very much interested in this point affecting competition, 
and I want to explore it with you, and I think you can help somewhat. 

Mr. Repprxe. May I say this in answer to that, Mr. Beamer: I do 
not think we will get or had in mind the same sort of competition you 
are mentioning, but I think that the phrase would cut both ways, that 
if there are other forms of competition that the airlines wish to advance 
that certainly they should be considered too. 

Mr. Beamer. Mr. Redding, you and I may differ on that, but I am 
one who likes Americans, and I would just like to see that we get the 
same opportunity as other nationals. 

The last thing that I am going to ask is: Is it true that on water 
transportation that there is a difference in rates that are paid for 
transporting mail between different ports? 
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Mr. ReppinG. Not between different ports. There is a difference be- 
tween lengths of carriage. 

Mr. Beamer. Now, all of the carriers from London to New York, 
they have the same rates? 

Mr. Reppine. Yes, sir. 

Mr. Beamer. I think in the matter of the interest of time, Mr. Chair- 
man, that I will have to conclude. 

Mr. Beckwortu. Mr. Dolliver. 

Mr. Douxiver. 1 have gotten my questions in, Mr. Chairman. 

Mr. Hinsuaw. Mr. Chairman. 

Mr. Beckworrn. Mr. Hinshaw. 

Mr. Hinsuaw. I am interested in reading the statement which Mr. 
Redding has offered for the record in answer to a question by Mr. 
Rogers. This is entitled “Air-Mail Service Costs, Fiscal Year 1951.” 

I would like to inquire of Mr. Redding in order that the figures 
may be correct, as to just what is included in foreign mail and what 
is included in domestic mail. Where does the territorial and overseas 
mail come in as between those two? 

Mr. Repprne. I would think that the territorial and overseas mail, 
so far as the payment is concerned, is probably allocated in that. 

Mr. Hinsuaw. In the foreign ? 

Mr. Repprng. So-called international. 

Mr. Hinsuaw. That, I brought up yesterday, as being rather unfair 
in view of the fact that overseas or territorial mail is not foreign. 

Mr. Reppine. Well, Mr. Hinshaw, I thought of that point that you 
had made yesterday in regard to this particular data; but I did not 
feel, Srenkiy, that it applied to this data. I was trying to take a gen- 
erality and I did not think that either the question of Mr. Rogers, or the 
information requested, applies to your particular point. 

I readily admit that the table has overseas and territorial mail in 
there, and if you care to question me, we would try to break it up; but 
it isa difficult thing to break out. 

Mr. Hinsuaw. I realize it is difficult. 

Mr. Repprnc. And for the purpose of answering the question of 
Congressman Rogers, we did not attempt to do it. 

Mr. Hinsuaw. I would like to get at the facts of the case, because 
it is very difficult for us to deal with something which is not quite 
certain or we are not quite certain about. 

For example, in the postal revenues in the foreign air mail service 
under this statement you have submitted—of course, the revenues in 
the territorial and overseas portion of it, comes under the domestic 
rate, do they not ? 

Mr. Repprne. I do not know for certain on that. I cannot answer 
that offhand. 

Mr. Hinsuaw. If you mail a letter to Honolulu 

Mr. Repprne. I think that goes as the eighth zone, if it is parcel 
post, and letter mail, it goes at the letter rate. That is correct. 

Mr. Hinsnaw. Therefore, the revenues could be distorted by the 
fact that the mail transportation rates are much lower for the Terri- 
torial and overseas mail than for the foreign air mail. 

Mr. Reppinc. Well, I think for the purpose of Congressman Roger’s 
question, you could lump the whole matter and not differentiate be- 
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tween foreign and domestic and that would answer the terms of his 
question. : 

Mr. HtnsHaw. I do not remember his question. 

Mr. Repprne. The information, Mr. Hinshaw, Mr. Rogers asked 
for: He asked for the postal revenues and the outlay to the transporta- 
tion agencies, and what the difference was, in general. 

Mr. Hrxsnaw. Of course that could be lumped, but for the purpose 
of the committee’s consideration of the question of subsidy separa- 
tion: separation of subsidy from mail transportation pay there are 
certain statements referring to postal subsidies. In this statement, 
and in view of that fact, the fact that it carries the statement that 
there is possibly or probably a subsidy, “based on service rates and 
Civil Aeronautics Board administrative separation of service and 
subsidy costs.” 

Mr. Reppine. That is right. 

Mr. Hrnsuaw. And that should be a part of the division. In other 
words, I do not think it is quite the information that the committee 
seeks when they have a statement like that included in a table where 
there is no separation. In other words, one of the things we are try- 
ing to find out here is approximately what is subsidy. Now, if you 
include the Territorial and overseas mail in the totals there is a wholly 
different picture between it and foreign mail. I think that would be 
granted. 

Mr. Reppine. Well, there is no overseas mail there. The subsidy 
element is only in the two columns, “Payments to carriers,” and then 
under that, “Service,” and “Subsidy.” 

Mr. Hrnsuaw. Yes. 

Mr. Repprne. And that is where your subsidy element comes in. 
It does not make much difference then if some of the revenue happens 
to be on domestic from overseas and territorial outfits, if it does not 
affect the subsidy elements, as I see it, Mr. Hinshaw. 

Mr. Hinsuaw. Well, you state—— 

Mr. Repptne (continuing). I will agree, perhaps, it does change 
the comparative figure a little bit and brings the revenue total on 
the domestic side perhaps a little higher and the comparison between 
revenue on the domestic side and subsidy on the domestic side, puts it a 
little lower in ratio. 

Mr. Hinsnaw. Well, it just seems to me that in view of the in- 
clusive statement “Foreign and Domestic,” that it ought to show which 
is the domestic overseas and which is the foreign mail. 

Mr. Harris. Will the gentleman yield? 

Mr. Hinsuaw. Yes. 

Mr. Harris. It not what my colleague is trying to get at, the com- 
parison made by Mr. Nyrop of the Civil Aeronautics Board, as to 
what the difference would have been had UPU rates been applied, 
instead of the actual payments made. Is that what you are trying 
to get at? 

Mr. Hrnsuaw. That is right. Then, these additional figures are 
to be considered in connection with that; is that correct ! 

Mr. Reppine. No, sir: that is not so. I am sorry if I disagree. 
I misunderstood it, if it was supposed to be that. My understanding 
was that these figures were to be prepared for Congressman Rogers 
who asked the question specifically if we could give him the’ postal 
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revenues (1) and 2, the amounts paid for foreign transportation 
to the carriers and then he asked the further question, whether er not 
the difference between those two represented the subsidy and I said 
yesterday that it did not necessarily represent it, although it might. 
It would be a coincidence, 

Now, these figures are only directed to that question; they had no 
direction toward any other. 

Mr. Hinsuaw. I realize, and I am sure you realize that any one 
of us on the committee may ask for specific information. It goes into 
the record for information of the entire Congress and not specifically 
for the gentleman asking the question. 

Mr. Repprne. I understand that. 

Mr. Hinsnaw. Therefore, we ought to have the information the 
way it should appear in the record in order that it may be available 
for use of the committee and the Congress in proper form. 

Mr. Harrts. Will the gentleman yield ? 

Mr. Hinsuaw. I will yield. 

Mr. Harris. I am just trying to be helpful and clear up what you 
have in mind and what Mr. Redding has in mind in his reply to the 
question. He is replying to what Mr. Rogers requested of him yes- 
terday and as I understand you are taking the same reply and apply- 
ing it to the statement which was made by the Chairman of the Civil 
Aeronautics Board. 

Mr. Hinsnaw. Yes; it would be practically that statement. 

Mr. Harris. I do that merely so that you will understand what he is 
trying to get at. 

Mr. Reppre. I can only say to that, Congressman Hinshaw, that 
I hope that our preparation of the other table will answer your ques- 
tion completely. 

Mr. Hinsuaw. Yes; I hope and trust it will, because it is a very im- 
portant thing to get it squared away. For example there is included 
in Mr. Nyrop’s table, United Air Lines, and as far as I know they do 
not carry foreign mail at all. 

Mr. Reppyng. Yes; they carry a considerable amount of foreign 
mail, 

Mr. Hinsnaw. To where? 

Mr. Reppine. To Hawaii. 

Mr. Hinsuaw. To Hawaii? 

Mr. Repprne. Yes, ‘sir. 

Mr. Hinsuaw. At what rate? 

Mr. Reppine. 75 cents a ton-mile. 

Mr. HrnsHaw. And it is figured here at $2.86 a ton-mile. 

Mr. Repprne. Yes, sir. 

Mr. Hinsuaw. That is the point. Of course, they may carry for- 
eign mail to Hawaii that is transshipped by some other means of 
transportation beyond Hawaii. 

Mr. Reppine. That is right. 

Mr. Hinsnaw. At the same time United Air Lines is not a foreign 
carrier, under the United States flag. They are not certificated to 
operate in foreign zones. Is that correct ? 

Mr. Repprne. I believe they are certificated only to Hawaii. 

Mr. Hrysnaw. I think that is correct. I do not remember of any 
further certificate being granted to them. I do not remember any 
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foreign carriers other than Pan American and American Airlines that 
carry mail to Mexico. 

Now, Mr. Chairman 

Mr. Harris. Mr. Chairman, before the gentleman leaves this, will 
you yield to me for a question, Mr. Hinshaw ¢ 

Mr. Hrinsnaw. Yes. 

Mr. Harris. Mr. Redding, I probably should know this, but what I 
would like to have is your explanation of this table you have given us. 

Now, you say under “Payments to carriers,” domestic “Service” 
$38,094,803. And under “Subsidy” $34,509,884. 

Mr. Repprne. Yes. 

Mr. Harris. Now, in the next column there you say, “All allocated 
costs” $121,415,073. 

Mr. Repprne. Yes. 

Mr. Harris. Will you give us an explanation of just what is meant 
by “Service” and what is meant by “Allocated costs” ¢ 

Mr. Reppine. Allocated costs, sir, include the service. That is trans- 
portation service, plus the servicing that must be given that mail on the 
ground both before and after it goes on the airplane, by the Post Office 
Department. 

Mr. Harrts. And the “Service” then means merely the transporta- 
tion of the mails? 

Mr. Reppine. Yes, sir. That is, the transportation service rendered 
by the carriers. 

Mr. Harris. And “Allocated costs” includes that service and such 
other costs as is necessary in performing that service ¢ 

Mr. Repprne. Yes, sir; the distribution at terminals, the pick-up at 
letter boxes, the handling in the post offices, and final delivery to the 
patrons. 

Mr. Harris. And the Post Office Department pays the allocated 
costs ¢ 

Mr. Repprne. Yes, sir. 

Mr. Harris. The deficit then of the allocated cost is actually the 
subsidy that is paid; is that right ¢ 

Mr. Reppine. No; not necessarily, sir. 

Again, it shows the deficit for the Post Office Department of an 
amount of $72,675,979, and that might be the subsidy. I do not know, 
Mr. Harris. 

Mr. Harris. Different types of subsidy. 

Mr. Reppine. Yes, sir. 

Mr. Harris. You pay $25,989,369 for domestic and then the Post 
Office Department itself must stand an additional $25,989,369 deficit. 

Mr. Reppine. Yes, sir. I think that, instead of being a subsidy, that 
if it isa subsidy—which I do not quite agree with—but if it is a subsidy, 
it is a subsidy to the users of the air mail. 

Mr. Harris. I just wanted it understood that you were paying for 
both of them, and that that is the deficit. 

Mr. Reppine. Well, that was the point that the carriers made. I 
do not think that they should be saddled with the statement that they 
ure subsidized to the extent that we have to do other work. 

Mr. Harris. Yes; I appreciate that. 

Mr. Becxwortu. Mr. Hinshaw. 

Mr. Hinsuaw. Mr. Chairman, on June 8, 1951, the Under Secretary 
for Transportation, at that time Mr. Delos W. Rentzel, addressed a 
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letter to me, apparently because of certain articles that appeared in a 
Washington paper, referring to the Air Coordinating Committee, the 
paper entitled “A. C. C., 93/1A.” 

I assume, according to his letter, that he thought that we ought to 
be entitled to some information concerning the basis for that article 
and I would like to read this letter which he inclosed to me, which had 
been addressed to him by the acting executive secretary of the Air Co- 
ordinating Committee and which was transmitted to me by Mr. 
Rentzel for information purposes, and at my request. 

Mr. Hesevron. What is the date of that letter? 

Mr. Hinsuaw. It is dated June 4, 1951, the time at which the Senate 
committee was considering the subject. This reads: 

JUNE 4, 1951. 
Memorandum to: Mr. D. W. Rentzel, Chairman, Air Coordinating Committee. 
From: Acting Executive Secretary. 

By letter to you dated January 5, 1951, Senator Johnson as chairman of the 
Senate Committee on Interstate and Foreign Commerce, submitted certain policy 
problems to the ACC which he believed should be considered and answered before 
the Senate committee could properly proceed with further consideration of legis- 
lation involving separation of mail pay from subsidy for United Sttaes carriers in 
overseas and foreign air transportation. 

On January 18, 1951, the Senate committee issued a press release [copy 
attached] which announced the retaining of H. E. Weihmiller for the preparation 
of a factual study to assist the Senate committee and the ACC in answering these 
policy problems. The release indicates the nature of Weihmiller’s study as well 
as the policy problems involved. 

On May 15, 1951, a preliminary report prepared by a working group of the 
Economic Division was circulated for consideration at a meeting of the Division, 
May 18. It was agreed that comments should be received from the ATA on 
this working group report before the Division took its action thereon, For this 
reason the report was given to Mr. Tipton who was present at the Division 
meeting and submitted comments. He left the meeting before any discussion of 
the paper by the Division. 

A copy of the working group report was also sent to Mr. Sweeney of the 
Senate committee staff. No other copies were circulated outside of ACC. 

The Economie Division approved the working group report with certain 
changes. It recommends that a letter expressing ACC views should be sent to the 
Senate committee separately and that the detailed ACC final report only be 
made available on a confidential basis. 

Briefly, as approved by the Economic Division the report points out that the 
various interested departments of the Government have gone on record pre- 
viously as favoring the principle of separation of subsidy and service mail pay 
with little or no differentiation as between domestic and foreign air transporta- 
tion. However, after balancing the various considerations which involve pos- 
sible detriment to the international interests of the country against the benefits 
which would accrue to the domestic interests of the country from separation, 
the paper recommends: 

1. No legislation be enacted at this time to provide for the formal establish- 
ment of separation in purely international operations. 

4. That budgetary separation by administrative rather than by formal rate- 
making procedures should be accomplished by joint action of the post office and 
CAB. It was also concluded that the subsidy payments should be budgetary 
responsibility of the CAB whereas the payment for the transportation of United 
States mails should be the budgetary responsibility of the Post Office; but both 
amounts would continue to be presented in the budget of the Post Office and pay- 
ment to the carriers administered by that Department. 

5. Sets up safeguards against harmful disclosure of subsidy information. 
Among other things it recommends that information regarding administrative 
separation should not be publicly disclosed with prior ACC clearances. 

Administrative rather than formal rate-making procedure for subsidy separa- 
tion should be used, at least for the present time and until experience demon- 
strates a change to the feasible and desirable. 

Recommendation 2 refers to the UPU. 
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Recommendation 3 refers to maritime methods of subsidy. 

Recommendation 6 suggests provision for flexibility in the handling of stub- 
end operations with respect to grouping with the domestic or the foreign opera- 
tion. 

Recommendation 7 covers standards to be used as a basis for service mail pay 

Recommendation 8 refers to the breakdown of subsidies by individual Govern- 
ment departments according to benefits received. 

The paper, as approved by the Economic Division, was circulated to top ACC 
for approval. By letter dated May 25, 1951, the Post Office abstained from 
action but points out that it agrees disclosure of subsidy figures would be harm- 
ful. However, it does not feel the method suggested to prevent disclosure would 
achieve the desired secrecy so that the paper would not serve the purpose for 
which designed. The military agencies have requested consideration of the 
paper at an ACC meeting to be held on Wednesday, June 6, presumably to dis 
cuss further the disclosure problem. Obviously, therefore, the paper does noi 
represent coordinated ACC views since it has not yet been finally approved. 

It should also be noted that the Director, Bureau of Budget, wrote the CAB 
on May 18, 1951, pointing out, among other things, that executive agencies prin- 
cipally concerned with the subject either positively favored separation for in- 
ternational carriers or interposed no objection to such separation: that the 
President strongly favers separation, including the international carriers, and 
unless the ACC study reveals definite and compelling objections to subsidy sep- 
aration in the international field, legislation which includes both domestic and 
international carriers will continue to be a part of the President’s program 
They hoped ACC action would be completed by June 1. Budget has been advised 
of our hope for final action on the matter at Wednesday's meeting. 

It would be erroneous to say therefore that the ACC does not support the 
President on the matter, for: 

(1) The ACC has not reached any final conclusions as yet. 

(2) The President is awaiting the results of the ACC study before finalizing 
his own views in the matter. 

J. A. McCrary. 


Mr. Hesevron. Will you yield there? 

Mr. Hinsuaw. Yes, in just a second. 

Mr. Heseiron. Thank you. 

Mr. Hinsunaw. I suggest as a copy of this working group report 
was sent to Mr. Sweeney of the Senate committee staff and copies were 
made available to others that this committee might very well ask for 
that report, in order to study it and find out what it contains. If it 
has been made available to the other body, it should be made available 
to us, 

Now, I have got some other questions to ask the witness, but I will 
yield to Mr. Heselton. 

Mr. Hesertron. There is in the Senate hearings, at page 229, a long 
letter from Mr. Rentzel, Chairman of the CAB, dated May 7, 1951. 
Does that predate or postdate the letter you have mentioned ‘ 

Mr. Hinsuaw. May 7. This letter is dated June 4. 

Mr. Hesevron. It reads in part: 

This does not mean that the Board does not favor the early accomplishment of 
formal! separation and the establishment of individual service rates for each of 
the various air carriers in domestic service— 
and so forth. 

The chairman of the committee had this pertinent comment. 


So far as rate making by the CAB and getting this job is concerned, in my 
opinion, the watchword of the CAB is that Spanish word “manana—manana”— 
always “manana.” Always the tomorrow that never comes. 

Mr. Hrinsnaw. I assume as this group report which has been sent 
to Mr. Sweeney, of the Senate committee staff apparently is more or 
less a confidential document and classified one way or anather, that it 
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might not be proper for the committee to consider that document in 
public session; but I note here that there are several remarks in con- 
nection with the Post Office Department in this letter which is now 
public, certainly, because I have read it here. I do not know whether 
it is proper to ask you what the present position of the Post Office 
Department is, whether it is the same today as outlined in this letter 
of June 4, 1951, and whether that is a fair statement of the Post Office 
Department’s position at that time or not. 1 do not want to ask you 
an unfair question. 

Mr. Reppine. No, sir; you are not asking me an unfair question. I 
do not think this paper delimits the entire Post Office Department’s 
position on that particular paper, simply because there were other fac- 
tors in it which I believe they probably held confidential and did not 
place in that particular memorandum. 

I do mean to say our position at that time and at this time is that 
there should be separation of subsidy in the international field or that 
it should be in the same general type of separation as in the domestic 
field, and we did agree that there was a possibility of damage or danger 
in the disclosure of what the subsidy was and I do not mind saying that 
I listened at some length to the airlines’ suggestions on that one, and 
I agreed with them that there could be damage and it might be hurtful 
to American interests, but my conclusion was that the plan that they 
were advancing and the plan that had been advanced by this particular 
working group of the ACC, to achieve the ideal of not disclosing the 
subsidy would not and could not work and, therefore, I saw no reason 
for us to agree to that particular plan. 

Mr. Hinsuaw. That is a very fair statement and I think in view 
of the fact that this is a Government paper and has been made avail- 
able to the other body, Mr. Chairman, that certainly we ought to have 
a look at it. Otherwise we canont act with the same information that 
the other committee has acted on in the other body, and may I request 
the chairman that somebody, either Mr. Sweeney who has a copy, or 
somebody else, be asked for a copy of that report so that this com- 
mittee may have it when we come to consider this matter in executive 
session. 

Mr. Becxwortu. That will be done, if the committee wants to take 
that. action. 

Mr. Hinsuaw. Now, Mr. Redding, I am somewhat concerned over 
the foreign mail subject. I do not want to go into it too deeply at 
this time; but you have been a member of this Universal Postal Union, 
I suppose, during your tenure in office as Assistant Postmaster Gen- 
eral. 

Mr. Reppine. Yes, I have been a delegate to various meetings. 

Mr. Hinsuaw. How many years has that been ? 

Mr. Repprne. About 2 years. 

Mr. Hinsnaw. And were you a delegate to it or an observer at it 
prior to that time? 

Mr. Repprne. No, sir. 

Mr. Hinsnaw. I suppose, Mr. Redding, that you have familiarized 
yourself with past actions of these Universal Postal Union meetings, 
and those of our own delegates to that union ¢ 

Mr. Repprxa. Yes, sir. 

Mr. Hinsuaw. Since you have been a delegate to the Postal Union 
representing the United States Post Office Department, what has been 
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your position in respect to the United States? Have you tried to 
maintain the present UPU rate schedule or have you sought to have 
a reduction in it? 

Mr. Repprne. We have very definitely opposed reductions in that 
UPU rate. 

Mr. Hrnsuaw. You say vou have proposed ? 

Mr. Reppine. We have opposed. 

Mr. Hrysuaw. Opposed ¢ 

Mr. Repptne. Yes, sir. 

Mr. Hinsuaw. Isthere another UPU conference coming up shortly ? 

Mr. Repprne. Yes, sir; it opens on May 14 at Brussels. 

Mr. Hixsuaw. In Brussels? 

Mr. Repprne. Yes, sir. 

Mr. Hinsuaw. Would it be an unfair question, or not right, to ask 
you whether or not the United States intends to maintain its position 
heretofore advanced, in that meeting ? 

Mr. Reppine. I think that is a pretty difficult question, Mr. Hin- 
shaw, because I think that our position is predicated to some extent 
on what you gentlemen do here. 

Mr. Hrnsnaw. Assuming it gets done by May? 

Mr. Reppine. Well, again. it is what you do as well as the time. If, 
for instance, you adopt S. 436 as passed by the Senate, it forces us to 
review our position very definitely. If on the other hand you do not 
adopt that provision but you adopt the provision we have suggested, 
that is the fine of action we have suggested, that will then cause us 
to review our position in another light and T would say that I would 
hope very much that we have the opportunity to make ample studies 
before we leave. 

Mr. Hrnsuaw. I think that is a good point. Would you be at lib- 
erty to say what you would propose to do if we adopt S. 436 as at 
present ¢ 

Mr. Repprne. I could not say that for sure, Congressman, because 
we have not come to any definite commitment one way or another on 
it. It has been under constant study for some time. When I say con- 
stant study, I mean literally that, because in preparation for the Con- 
gress at Brussels we are having daily sessions covering many subjects, 
but always coming back, of course, to the knotty ones and we have come 
up with probably two alternative courses that we might take. We 
have made no decision as to whether we should take either course, 
simply because we have not vet had to make a decision, because there 
is no law in fact on the subject. 

Mr. Hinsuaw. Well, that is quite true, and at the same time we are 
trying to do the best thing we can do for the United States. 

Mr. Repprxe. I understand that, sir; but I mean there is no sense 
in our trying to make a definite decision to go one way or another 
on matters that are still academic. I think if it becomes a fact, then 
we certainly must come to a decision on a course of action that we can 
take and can defend. 

Mr. Hrxsnaw. Let us look at is this way : Supposing that the United 
States were to adopt a policy that we would openly and freely sep- 
arate what is referred to as compensation from subsidy, and let us 
take any rates that you want to—X number of cents per ton-mile, 
or $1.25, or $1.50, or 90 cents, I believe you suggested in your testimony. 
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Mr. Reppinc. No, sir; 1 suggested no figure in my testimony. I 
said, I believe, in answer to a question yesterday that some carriers 
are getting 90 cents or something like that; but I did not suggest 90 
cents as the figure. 

Mr. Hinsuaw. Well, 90 cents is as good a figure as any other for 
my purposes. 

Mr. Reppine. Yes, sir. 

Mr. Hinsnaw. Suppose that 90 cents were considered to be a com- 
pensatory rate for the carriage of the mails from European gateways, 
would it be your position that we should try to keep a UPU rate above 
that figure ¢ 

Mr. Reppine. Well, I do not think that that would be the point. 
If we were forced; if under S. 436, as passed by the Senate, we were 
placed in the position of either setting a rate we might consider com- 
pensatory—and I say we set a rate, because S. 436 as passed by the 
Senate provides that the Postmaster General set that rate—if we 
set a rate we considered compensatory and because we wished good 
service, and we wanted to use foreign carriers to transport the 4 
percent of that mail which constitutes the different between excellent 
service and just good service; if we wanted to transport that 4 per- 
cent by foreign carriers at the UPU rate, we would be compelled to do 
it at a higher level which would be, say, at the present high level. 
Then we would effectively raise the rate on a great deal of our own 
mail, the 94 percent remaining, because under the provision of that bill 
as passed by the Senate, we cannot pay our carriers less. We would 
have, as I see it, at the moment, three alternative courses of action to 
take if that bill should become law, as passed by the Senate and I 
might add that yesterday Mr. Harris offered a fourth alternative and 
I will comment on that if you wish. 

The alternatives as I see them would be (1) we could just sit tight 
and load the mail and pay the UPU rate as it now stands and do 
nothing. 

Mr. Harrts. To all carriers? 

Mr. Repprnc. Yes, sir; just go ahead as it works out, pay that way 
and goahead. We could do that. 

The second course would be to go to Brussels and reverse our 
previous stand and go for a lower rate for carriage of mails. 

I will say this, that if the United States took that position, that rate 
would be drastically cut and that then we could go on and apply the 

rates as specified under S. 436 as passed, and we might be in a 
position then of not having to decide that we should pay foreign 
carriers more than our own carriers, because we could probably drive 
those rates very low. 

We could join with the “have nots” and they would love to have 
someone like the United States on their side to beat down the rates. 
That is the second course of action. 

The third course of action would be to not use the foreign carriers 
and to restrict all of the mail to the United States carriers, at com- 
pensatory rates which the Postmaster General, under that. bill, would 
Set. 

Those are the three courses that we have felt that could be taken. 

Yesterday, Mr. Harris, you suggested the possibility of arriving 
at a bilateral agreement of some sort or other with various countries 
at various rate levels. 
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Mr. Harris. Below UPU rates. 

Mr. Reppine. Below UPU rates; yes, sir. It probably would aave 
to be at the level that we would fix as a compensatory rate. 

1 think that you could try to take that course of action, I said I 
would comment on it briefly. I think it would be a very difficult course 
of action to carry through simply because you could not do it by fiat. 
In other words, you just ey not say that we will pay all foreign 
carriers at.a certain rate, a certain amount, and no more, because we 
would be defeating the whole purpose of the UPU if we undertook 
to take that sort of unilateral action within the framework of the 
UPU. 

The second course would be to take the course you suggested yester- 
day which was that of series or bilateral agreements, and certainly 
that seems to be the more practical course if you got into that field. 

However, I think it would be very difficult, if not impossible, to 
arrive at the number of bilateral agreements that would be necessary 
to make this plan effective. In other words, you might very well get 
a bilateral agreement with some of the countries. I doubt whether you 
could get a bilateral agreement with them all, for a number of reasons. 

First, it is possible, although I do not think it is always probable, 
but I think it is possible that in some areas they might have a higher 
cost experience than our own carriers. We could not, I do not think, 
by our own actions say that some other carrier from some other 
nation would have to take a rate we fixed at or below his cost, if that 
were a fact. 

The second point is, I think, that if we undertook to operate on the 
basis, where we would set our rate at cost plus a reasonable return; 
that is, fully distributed costs; that we might find such very proud 
nations such as France and others, refusing to abdicate their rate- 
making power for their own carriers to us. 

Mr. Harris. Mr. Chairman, will the gentleman vield ? 

Mr. Hinsuaw. Yes. 

Mr. Harris. The purpose of it is the thing that disturbs me, Mr. 
Redding, on that. 

As I understand, it is the position of all the agencies and the Presi- 
dent that there should be separation of mail pay and subsidy for inter- 
national carriers. 

Now, when that separation is made then it becomes known to every- 
one throughout the world what the rate is that is being paid. 

Now, you testified, or someone did, that we were paying probably 
$2,000,000 plus, to foreign carriers for carrying our mail and our 
carriers had revenue of approximately $11,000,000 for transporting 
foreign air mail. 

Now, if it becomes known everywhere that we are paying our own 
carriers a much more reduced rate than UPU, would it not naturally 
follow at the UPU conference other nations who are giving us five 
times the business we are giving them will insist on and demand 
the lowering of the UPU rate? 

Mr. Repptne. I think that probably istrue. Yes. 

Mr. Harris. Then, if that demand were to become finally successful 
and we reduced the UPU rates to 90 cents, or a dollar, or whatever you 
want to say, and then at a later time conditions were not as good as 
they are now, then we would really be in for a subsidy, would we not? 
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Mr. Reporne. Yes, sir. I might say that, if I may, that one of the 
basic arguments against being tied to UPU is that very point of in- 
stability. UPU is an instable rate. It is a negotiated rate. It has no 
relationship to cost and it negotiated between nations, and I might 
say in the 5 years that have elapsed since that rate was set in 1947, 
there have been constant negotiations towards cutting it. 

Mr. Harris. But, the fact remains, as an actual practice, most of 
the foreign countries are using that rate; that is, the negotiated rate? 

Mr. Repprne. That is correct; but there has been constant effort to 
cut it, and right now there is an effort to cut it, and I might say, in 
addition to efforts to cut it, there has been various suggestions that 
would confuse the whole picture and would make administration of 
the UPU rate impossible, if we had to operate under it, if some of 
those suggestions were placed in effect. 

Mr. Harris. There is no way you can tell us actually what the for- 
eign carriers get, say Air France, or the British, or others, and are 
actually paid in the matter of rates and how much subsidy they get? 

Mr. Repptne. Well, I was interested in that, Congressman. It was 
my own interest and had nothing to do with this hearing, and I wrote 
Sir Alexander Little, of the British Post Office, Director General of 
the Post Office, and I asked him if he could give me any information 
on the subsidy paid to the British carriers, and I got a letter back from 
him answering me, in some detail. I have that letter here. 

I also wrote to Mr. LeMoeul, who is the Director General of Posts 
for France. I asked him in general for the same information. I got 
a very extensive reply back from him covering the number of methods 
by which they subsidize their airlines. Both of them said—well, this 
letter says: 

As you probably know, the United Kingdom Post Office is not content to sub- 
sidize the air corporations. Indeed, the reverse holds. 

It pays for the carriage of the mails according to the weight and 
distance. 

By and large the rates we pay rest on negotiations with the corporations. 


That is generally the same position that the French take, although 
the French use the $2.86 UPU rate, and I am sure there is some sub- 
sidy in that figure for their line, but I do not think that is the major 
element of subsidy shown in his file sent to me. 

I would be glad to turn those letters over to you gentlemen for your 
examination, if you wish them. I would feel, if I may say this, that it 
would not be proper from my standpoint to have these letters in the 
record in toto. 

Mr. Beckworrn. You would not object to giving us the letters so 
that the committee might see them? You understand they are not to 
be made a part of the record. 

Mr. Hrnsnaw. Mr. Redding, is it generally possible for the United 
States to obtain financial statements and operating statements of these 
foreign air carriers in the same way we get operating statements from 
our own? 

Mr. Repptne. Probably not. We ourselves have never asked for it 
and I would say, if I may say this off the record. 

Mr. Becxworrn. Yes. Off the record. 

(Discussion off the record.) 
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Mr. Hrxsuaw. Mr. Chairman, obviously these lines, other than the 
American flag lines, certainly those operating in the European coun- 
tries, are almost in whole, if not in whole, owned by the governments, 
are they not? 

Mr. Repprne. Generally speaking, that is true. 

Mr. HinsHaw. There may be some stock interest owned by private 
individuals. I think that is true in KLM, and possibly the Scandi- 
navian Airlines. 

Mr. Repprne. I think it is also true in Air France and BOAC, but 
it is a very small proportion. 

Mr. Hrnsuaw. They actually are let in for the ride, whatever it 
may be. Is it not true that if these airlines suffer a deficit, that thar 
deficit, however it may be determined, is made up by those govern- 
ments ¢ 

Mr. Renpprne. I think they are all in the subsidy class. If I may 
make one revision there, I think that the Scandinavian Air Lines are 
in the black. As I understand it, they are in the black on a small 
margin on their operation. 

Mr. Hinsuaw. Being government-operated corporations, I assume 
they are exempt from taxes. 

Mr. Repprnc. That I could not say. I do not know. 

Mr. HrnsHaw. Apparently these two letters you have presented 
to us will indicate certain other ways in which these foreign flag air- 
lines are subsidized than through the mails, is that correct ¢ 

Mr. Reppine. That is correct, mostly in other ways. 

Mr. Hrxsuaw. I did not get the last part. 

Mr. Repprnc. Mostly it is in other ways. As I said, the French 
make no particular effort to subsidize by use of the air-mail rate, 
although they use the UPU rate in which I believe there is probably 
an element of subsidy for their lines. 

The British do not pay a subsidy rate for air mail. They negotiate 
a rate and they may think it is too high or too low, but it is negotiated 
on the basis of a compensatory rate and they use other means of 
achieving a subsidy. 

Mr. Hinsnaw. That is an intragovernmental negotiation, is it not? 

Mr. Repprne. Yes, sir. 

Mr. HinsuHaw. It is not a negotiation between the Government and 
private parties / 

Mr. Repprnc. The company is the one who actually negotiates with 
the post office, under the benevolent wing of the Ministry of Civil 
Aviation. I believe, if I may say this, in one of the negotiations 
recently it got to the point where the Minister of Civil Aviation 
marched up to the Prime Minister and pounded on the desk and said, 
“We either get this rate or I resign,” and he got that rate. So you 
see. they work it both ways, whoever happens to be most important 
at that moment. 

Mr. Hiysnaw. Obviously it is not a negotiation between the Gov- 
ernment and a private party. 

Mr. Repprne. No. 

Mr. HinsHaw. Or the president of an airline in the same sort of 
way we have in this country. 

Mr. Reppinc. No, sir. 

Mr. HrxsuHaw. I suppose from the standpoint of whoever operates 
the British airlines or French airlines, they desire to make a good 
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showing in their respective statements for their Parliament, and hence 
they would like to get as much support on mail as possible. 

Mr. Repprne. Yes, sir. 

Mr. Hinsnaw. That would be the feasible thing for them to do. 
But it bears no particular relationship to what the over-all cost to the 
Government may be. 

Mr. Repvprne. I think that is a fair statement. 

Mr. Hinsnaw. Is it likewise a fair statement that these governments 
operate these airlines in part for national prestige? 

Mr. Reppine. I think they operate them for national prestige and 
for purposes of defense, just as we do. 

Mr. Hrysuaw. That is correct, in my opinion, too. They all like 
to see their flags flying on somebody else’s air field. This committee 
noted during its trip last fall to South America that even the smallest 
South American countries have the same ambition to place their flag 
on foreign fields on the tail of their airplanes. Presumably that is 
part of the national view or prestige policy which they are perfectly 
willing to pay for, and apparently they think it is worth while. 

Mr. Repprnc. It must be. 

Mr. Htnsuaw. We do, I take it. 

Mr. Repprna. Yes. 

Mr. Hinsuaw. We like to operate our airlines abroad if for no 
other reason than to have those planes available for the national 
defense and to have pilots, copilots and navigators, and so forth, who 
are currently familiar with the routes to be flown. 

Now, vou talked yesterday before the committee—I think it was 
in answer to a question by Mr. Rogers or Mr. Harris—about the 
potentialities of a rate war under certain circumstances. Is that the 
only circumstances under which a rate war can develop ¢ 

Mr. Repprne. Rate wars can develop in many ways. There is a 
sort of guerrilla warfare on rates going on right now. 

Mr. Hinsuaw. Do I understand in connection with that guerrilla 
warfare certain foreign-flag airlines have offered to carry United 
States mail at below the UPU rate ? 

Mr. Reppine. No, sir. 

Mr. Hrnsuaw. They have not? 

Mr. Reppine. No; they have not that I know of. 

Mr. Hinsnaw. Perhaps my information is wrong, but I had heard 
that was true in the case of one airline. If it has not been brought to 
your attention yet, obviously the attempt has not been made. 

Mr. Repprne. It has not been brought to my attention; no, sir. 

Mr. HinsHaw. Supposing we set up a rate on the basis of cost. The 
question was asked, I believe by Mr. Harris, as to whether or not that 
would create a demand on the part of a foreign government or govern- 
ments that we do not charge more than that rate to them for trans- 
porting their mail. 

Mr. Revpinc. They might make such a demand; that is true. 

Mr. Hixsnaw. Would that mean to that extent we would be sub- 
sidizing the transportation of that government’s mail to the United 
States / 

Mr. Reppine. Pardon me: I did not quite get that question. Let me 
see if T can review it. 

Mr. Hrnsnaw. I can review it for you. 

Mr. Revprna. If you would. 
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Mr. Hrnsuaw. If we set up a publicly known compensatory rate 
for transporting our mail to, let us say, Denmark, or any other country, 
would it not be their right to ask that we cary their mail to the United 
States on American-flag carrier aircraft at the same rate, the same 
compensatory rate? I believe you answered “Yes.” 

Mr. Repprne. I said they might make such a demand; yes, sir. I 
did not say that necessarily we would accede to such a demand. 

Mr. Hrnsuaw. If we made public disclosure of this rate, would it 
not then start a rate war? 

Mr. Repprne. No, sir: I cannot see that it would. I think under the 
circumstances that you have outlined, as I understand them, say Den- 
mark, if they had mail going to the United States, they would then 
ask us to carry that mail in our ships, in our planes, at our rate, at 
the rate that we had set for our own mail. May I say in answer to that 
particular point that in all the conferences I have been at as a repre- 
sentative of the Post Office Department of the United States, whenever 
the question came up as to “What do you pay your lines, and let us 
talk about that in relationship to the international rate,” the answer 
has always been, “We will not discuss it. We are not going to dis- 
cuss what we pay our airlines in this matter, because it is none of your 
business. We will talk only the international mails and what is moved 
at international rates which are set by the UPU and whether or not 
those rates should be reviewed.” That position has been firmly taken 
by France, by Britain, by Holland, by Belgium: in fact, by all the 
big carrier nations. I might say that we took the same = 

Mr. Hinsnaw. Now, if we proceed along the plan which has been 
outlined—that is, to separate the compensation from subsidy—we 
are then doing something which all these other countries have de- 
clined to do; is that correct ? 

Mr. Repprnc. No, sir. We know, for instance, the British will tell 
us what they are paying their carrier for the carriage of mail, but 
they will not discuss it as far as the matter of changing that rate or 
bringing it into line with any other rate. 

Mr. Hinsnaw. Is the rate which they pay their carriers less or more 
than we pay ¢ 

Mr. Repprne. It is less than the UPU rate. At one time it was down 
to, I think, 3.05 frances per ton-kilometer, and I think it is up through 
action by the Civil Air Minister. I think it is up toe a point below 
five. 

Mr. Hrnsnaw. Will you translate that into dollars per ton-mile? 

Mr. Repprnc. Three zero five would be about $1.45 a ton-mile: and 
just under five would be somewhere around the neighborhood of $2.40 
a ton-mile. 

Mr. Hinsnaw. The other question that I asked you a moment ago 
was whether or not, if we set up a compensatory rate and that rate 
were applied by a foreign government to the transportation of its 
mail by our flag carrier to the United States—in other words, Denmark 
gave TWA or Pan-American some mail to come to the United States 
and demanded and received the same rate that we pay our carrier— 
would we not, to the extent of the difference between that rate and 
whatever subsidy was paid, likewise subsidize the foreign mail? 

Mr. Reppinc. You used the figure a while back of 90 cents as a 
compensatory rate, including a fair return, and Denmark, having a ton 
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of mail to move across, asked this to be moved at 90 cents a ton-mile. 
Then you ask whether we would not, in effect, be paying them a subsidy 
because our airline, in addition to its compensatory rate, was also draw- 
ing a subsidy. 

Mr. Hrnsuaw. You stated it better than I did. 

Mr. Repprna. I do not think we would be paying them a subsidy, 
because it would not be to our interest to have the line operate, par- 
ticularly. If we paid them only 90 cents for the movement of that 
mail: and presumably their need, shall we say, their over-all need— 
whether it be the cost of the mail or not—their over-all need would be 
somewhere in the same relation as our own carrier and they are only 
getting 90 cents for it, it seems to me we would not be subsidizing. 
To the extent that the Government was operating that particular line 
or paying for the mail on that particular line and paying for a sub- 
sidy, we might be giving them some relief from payment, although I 
do not see how that could be either. It seems to me, if they are moving 
at a compensatory rate, that we are not subsidizing them at all. 

Mr. Hinsuaw. If we permit Denmark, let us say, to ship mail to the 
United States on an American-flag carrier at our compensatory rate, 
then, of course, the difference between the compensatory rate and the 
over-all rate which is required by the carrier is the subsidy. Our 
subsidy would have to be higher, would it not ¢ 

Mr. Reppine. Whether that is a valid argument or not, the fact is, 
as I said before, we have refused to discuss the rates that we pay our 

carriers in relation to the rates that are paid other foreign carriers. As 
far as we are concerned, we would continue to pay and to be paid the 
UPU rate at whatever level the UPU rate then was. 

Mr. Hinsnaw. Now, your statement points out that we received 
ten-million-odd dollars for the carrying of foreign mail, and we pay 
out $2,000,000, Tf we receive $10 million now and, because of the re- 
duction due to the insistence of the foreign governments on receiving 
the same compensatory rate on our air carriers as we do in our Post 
Office Department, that amount of money could be reduced, let us say 
from $10 million to $4 million, could it not, assuming the same amount 
of mail? 

Mr. Repprne. I cannot agree with that, simply because we are not 
obligated to give them the rate for the carriage of their mail in our 
air planes that we pay our airlines for carrying our air mail. 

Mr. Hinsnaw. That is not the point. 

Mr. Repprne. I think it is very definitely to the point because the 
very fact is, sir, we must pay and they must pay at the level stated 
by the UPU unless we come to some bilateral agreement. They could 
demand all they wanted to. If we did not want to give it, we would 
not have to do it. 

Mr. Hinsuaw. Who has the right to say what rate their carriers 
will carry the mail at for the Government of the United States? 

Mr. Reppine. The Postmaster General, within the limits of the con- 
vention. 

Mr. Hrnsuaw. I think if we can carry on under the UPU; yes; 
because, after all, foreign governments refuse to disclose what com- 
pensation is in their country, and we refuse until after disclosure to 
give them the rate which we pay to our carriers. Then you are in a 
war. They say, “We give you no mail,” and theny you lose the entire 


business, do you not ? 
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Mr. Reppine. We might lose the entire business from Denmark, 
possibly, but I think you are making an extreme example of it. At the 
present time there are, as I said before, certain areas where you cay 
get cut-rate transportation of mail if you want, but they have joi 
made any significant cut in our operation. I think that the theory 
that has been accepted by the UPU generally is that what you pay 
your own airline for the transportation of your mail has nothing to do 
with what they will pay you for the transportation of their mail. They 
feel that the Government of the United States has the right to set 
up a rate within the framework of the Universal Postal Union, a rate 
for the transportation of the mail of other nations in its airplanes. 

Mr. Hrnsuaw. I would like to make one little statement, and then 
I will yield to Mr. Rogers. After all is said and done, a good share, 
at least, of the revenues which are applicable to the payment of charges 
for the transportation of mail comes from sale of postage stamps, so 
that, whatever that amount may be, whatever proportion to the total 
it may be, it is the revenue from the people in various countries who 
want to communicate with people in another country. It is natural 
that every post-office department wants to obtain the lowest rate for 
the transportation of that mail that they can so that they can come 
on with a break-even policy. There is no question about that. But it 
is not true that you set up these postage rates jointly between countries 
in the UPU. 

Mr. Repprne. No, sir. 

Mr. Hinsuaw. How do you establish postal rates between the 
United States and France / 

Mr. Reppinc. Postal rates are the responsibility of the Postmaster 
General, and he sets them unilaterally. It has no relationship or bear- 
ing on what the trade coming back is by the Government of France, 
in that instance you just spoke of. They set their rate at any level 
without consultation, and we do the same. 

Mr. Hinsuaw. Do they receive any part of the allocation / 

Mr. Reppine. The only thing they get from us is transportation 
cost, which they bill us at the rate set by UPU, and that is all. 

Mr. Hrnsuaw. Then we pay no part, on the postage stamp, of the 
cost of handling the mail to France within France: is that correct / 

Mr. Reppine. That is correct. If it is going through France, we 
have to pay transit charges to them for handling it through France, 
but that would be merely the transportation charge. 

Mr. Hinsuaw. That is considered to be an offset between bot! 
countries / 

Mr. Reppine. It is not an offset in the postal revenue: no sir. That 
is just the charge that is made for the movement of the mail. The 
post-office administration of each country retains all the postage rev- 
enue it gets. The only charges it pays to other nations are the charges 
that are rendered for transportation of mail, either through the coun- 
try or in their bottoms or in their planes. 

Mr. Hinsuaw. That is an interesting fact that I had not known. 

Mr. Bennett. Are we going to ask Mr. Redding to come back 
tomorrow : 

Mr. Breckxwortu. Yes, sir. We appreciate the patience you have 
shown in answering our questions, Mr. Redding. 

Mr. Rocers. May I ask two questions? 

Mr. Beckworrn. You may. 
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Mr. Rogers. Mr. Redding, what proportion of the foreign mail do 
our air carriers get ¢ 

Mr. Repprne. Of our mail? 

Mr. Roeers. No; that they bring from foreign nations here. What 
proportion do we get ? 

Mr. Repp1ne. As to the total volume, I could not tell you the per- 
centage. I can only tell you on the revenue end of it we get under 
$11 million from the foreign nations—that is, our airlines—for the 

carriage of foreign mails. 

Mr. Rocers. That is for bringing it back here? 

Mr. Repprne. Not necessarily back here; it is all over the world; and 
we pay foreign governments just over $2 million for carrying our mail. 

Mr. Roaers. Now, i in this statement you presented, you ‘show a deficit 
for domestic air mail of $25,989,369. 

Mr. Repprne. I show a deficit where, sir? 

Mr. Rocers. What amount would it be necessary to increase the 
postal rate to take care of this deficit? If we let each individual mail 
sender pay his own freight, how much would it take ¢ 

Mr. Reppine. That I can’t answer. 

Mr. BeckwortH. At a subsequent time will you give an approxi- 
mation based on any study you have made? 

Mr. Repptne. Yes, sir; I can do that. 

Mr. Becxworrn. The committee will adjourn until 10 a. m. to- 
morrow. 

(Whereupon, at 11:50 a. m., the committee adjourned, to recon- 
vene at 10 a. m. March 28, 1952.) 
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FRIDAY, MARCH 28, 1952 


House or Representatives, 
Com™irree ON INTERSTAE AND Foreign COMMERCE, 
Washington, D. C. 
The committee met, pursuant to adjournment, in room 1354, New 
House Office Building, Hon. Robert Crosser (chairman of the com- 
mittee) presiding. 


STATEMENT OF JOHN M. REDDING, ASSISTANT POSTMASTER 
GENERAL, ACCOMPANIED BY ARNE C. WIPRUD, ASSOCIATE 
SOLICITOR, POST OFFICE DEPARTMENT, WASHINGTON, D. C.— 
Resumed 


The Charman. The committee will please come to order. 

Mr. Redding, I believe Mr, Bennett and some other members of 
the committee wanted to ask you some questions. 

Mr. Bennerr. Mr. Chairman. 

The Cuamman. Mr. Bennett, I think you were given to understand 
that you would be recognized. 

Please let us observe, Mr. Bennett, the 5-minute rule. There is no 
reason Why you cannot ask for an extension of time, but please let us 
stop at the end of 5 minutes. 

Mr. Reppinc. Mr. Chairman, might I ask first to make this state- 
ment. In going over my testimony of the first day I found that I 
had answered a question from Congressman Harris that he had re 
quested I answer, saying that other witnesses had testified in the 
opposite direction. 

I made it a point to check my position on that matter, and I must 
say that probably the other witness and Congressman Harris and 
myself are all correct. 

The situation on that is this, that in the Chicago helicopter case, 
the Post Office Department—I might say this was before my tenure 
there—the Post Office Department supported the case and in the clos- 
ing days of the hearings opposed it, changing its position completely. 

And I may say that—and I do not mean this as criticism of anyone 
else who was involved in that case—I may say that after this opposi- 
tion was expressed, that the opposition then was not forcibly pressed. 

Mr. Wotverron. Did you say opposition / 

Mr. Repptne. Opposition to the application was not forcibly pressed, 
following this period in the hearings, near the close of the hearings. 

Mr. Harris. Mr. Chairman, I do not want to take the time of Mr. 
Bennett, but since he has brought this up— 
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Mr. Bennett. This is not coming out of my time? 

The Cuatmrman, You will be next. 

Mr. Bennett. This is not coming out of my time. 

Mr. Harrts. No. 

The Cnarrman. No. 

Mr. Harris. No, of course not. 

Mr. Wo tvertron. Certainly not. 

Mr. Harrts. But since he has brought this issue up, I remember 
this committee did go over there and get in the fight with the Ap- 
gees Committee on this particular issue 3 years ago, and I 
velieve again 2 years ago, and last year, it was brought to us again, 
and we have always had a difference of opinion, Mr. Redding, and 
had the definite opinion that the Post Office Department and the 
CAB was at cross angles in some of these helicopter operations, and 
I promised Mr. Cannon, the chairman of the Appropriations Com- 
mittee that we would make every effort to clear it up on our hearings, 
and he has tried to do the same thing; as I understand the facts are 
that in the Los Angeles case you approved that operation. 

Mr. Repprnc. We vigorously supported it. 

Mr. Harris. In this case in Chicago you first approved, and then 
later expressed opposition to it. 

Mr. Reppina. Yes, sir. 

Mr. Harrts. But it is not in operation / 

Mr. Reppine. Yes, sir. 

Mr. Harris. And do you support its operation now even though you 
opposed it or disapprove of the application / 

Mr. Reppinc. I would say at the present time we support the oper- 
ation, although recognizing that it is not the most economical oper- 
ation, simply because of the results that have been obtained in the 
development of the helicopter. 

Mr. Harrts. I am glad to.get that cleared up. 

Then, did you have any opposition in the New York case? 

Mr. Reppine. Yes, sir. 

Mr. Harris. That is perfectly clear now. 

The Cuamman. Mr. Bennett was promised that he would be recog- 
nized yesterday. 

Mr. HinsHaw. I want to insert this remark, that since this original 
matter you spoke of was taken up, the air coordinating committee has 
taken a position on the matter and there is in the record a report of 
the Air Coordinating Committee regarding the helicopter operations. 

Mr. Reppine. That is correct. 

Mr. Bennett. Mr. Chairman. 

The Cuarmman. Mr. Bennett, you have 5 minutes. I do not say 
that because I want to shut you off, but we want to get through as soon 
as possible. 

Mr. Bennett. Mr. Redding, I want to make some further inquiry 
about the effect of the Senate amendment or language of the Senate 
bill insofar as it relates to foreign carriers, the rates that foreign 
carriers are paid. 

What is, in brief, your objection to the language of the Senate bill ? 

Mr. Reppinc. Our objection to it in brief is that it would in effect, 
if we were to use foreign carriers to gain the best service, we would 
be in a position of having to pay our own carriers at a higher-than- 
cost rate under that provision, 
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Mr. Bennett. That would not be true if you paid the foreign carrier 
on the same compensatory rate that you paid domestic foreign car- 
riers, would it? 

Mr. Repprne. That would not be true if we did pay them on such 
basis. However, as I testified yesterday, I felt it would be very 
difficult to reach such a bilateral agreement and a number of bilateral 
agreements would be necessary to make it effective. 

“Mr. Bennerr. Why would it be difficult ? 

Mr. Repprnc. Simply because I feel that the other governments 
would be very reluctant to abandon their rate-making prerogatives 
to us. 

Mr. Bennerr. Under the Senate bill; under the language of the 
Senate bill, the Post Office Department is given the right to fix the 
rate in all cases, both foreign and domestic, for both foreign and 
domestic carriers which are engaged in foreign air-mail transporta- 
tion as well as foreign air carriers. 

Mr. Repprxc. I do not think that we could make a rate in this 
country and force the foreign carriers to take it. 

Mr. Bennerr. Why not ¢ 

Mr. Repptne. How could we? Here are other sovereign govern- 
ments, as I understand it, and they have the right to determine what 
their carriers will receive. If their carriers on the other hand wish 
to accept it, it is another matter. 

Mr. Bennett. If you give it to them. There is nothing in the 
Senate language preventing the Post Office Department once they 
fixed a rate, let us say, for the carriage of mail from here to France—— 

Mr. Reppine. That is right. 

Mr. Bennett. So, you could say to the foreign carriers, that is the 
rate, if you want to carry the mail in your plane, you can have the 
mail from here to Paris. There is the rate. If they accept it they 
are operating at the same rate as the United States carrier: if they 
do not accept “it, they do not carry the mail. What is wrong with that / 

Mr. Repprna. I would say that when we make such a statement that 
we will not pay more than a certain amount, we are taking a unilatera!| 
position in regard to a position which we have accepted in the UPU 
where they have set a maximum rate-—— 

Mr. Bennerr. I agree—— 

Mr. Repprne (continuing). Between foreign governments for the 


carriage of mail and said that it shall be six gold francs at the present 


time. 

Mr. Bennett. I know, but you are changing the rules if this lan- 
guage passes. If carriers of foreign mail are going to be included in 
any of this legislation, then you are changing the formula for domes- 
tic carriers who engage in this business, by putting them on a compen- 
satory rate, and to that extent you are ignoring the UPU, are you not? 

Mr. Repprne. No; that is not the question, because what we pay our 
carriers for the carriage of our mail has nothing whatsoever to do 
with UPU. That is our own business. What we pay foreign carriers 
for the carriage of our mail is the UPU business. 

Mr. Bennerr. Well, at the present time, why do you have the same 
rate? 

Mr. Repptna. Why do we have the same rate? 

Mr. Bennerr. Yes. 

Mr. Repprne. I beg your pardon. We do not. 
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Mr. Bennerr. Do you not have the same rate for all carriers; | 
mean all carriers of foreign mail? 

Mr. Reppine. All United States carriers? The rates are set by the 
CAB for United States carriers for the carriage of mail. 

Mr. Bennetr. Let us take a specific case. Let us say an American 
is paid $2.86 per ton-mile for the carriage of mail to Western Europe. 

Mr. Reppine. No, sir; 1 do not know what this rate will amount to. 
I think it comes to about $2.84, if you reduce it to a ton-mile rate. 
Actually they are on a plane-mile basis, and we have to pay them on 
that basis. Whether we put 10 tons or 1 ton on the plane, we are 
going to pay them the same. 

The only way that you can reach a ton-mile figure with Pan Ameri- 
can, TWA, or any United States-flag carrier at this time is to take 
the total amount of mail you put on and the total amount you pay 
them and divide and multiply, and so forth, and you come up finally 
with a figure which you say 1s a ton-mile figure. It may or may not 
be an actual ton-mile figure. It is not a ton-mile figure as set by the 
rate. 

Mr. Bennett. But under the language of the Senate bill—I want to 
get this clear—under the language of the Senate bill you are trying 
to fix rates for the transportation of mails to foreign countries on a 
compensatory, cost-plus basis. 

Mr. Repprne. Yes, sir. 

Mr. Bennett. The only exception to that formula is that you must 
pay an American carrier of the mail the same price that you pay a 
foreign carrier for the same service. 

Mr. Reppine. That is correct. 

Mr. Bennerr. And you have under that amendment, authority to 
fix a compensatory cost-plus rate and make it apply to all carriers of 
mail to foreign countries whether they be domestic carriers or foreign 
carriers. 

Mr. Reppinc. We have no authority to do that. We do not have 
authority to require the foreign carriers to accept it. 

Mr. Bennerr. Of course you do not, but you have authority to say 
unless he does accept it he cannot carry any mail. 

Mr. Reppine. That is correct, Mr. Congressman. I might say 
this—I touched on this point yesterday—and I said in regard to that 
that we could take that action, ignoring the UPU rate for the inter- 
national carrier and that that would mean, I thought, that we probably 
would cut down the amount of mail that the foreign governments put 
on our carriers as a return and at the present time that could be harm- 
ful to our carriers, who at the present time get about four times as 
much revenue, four times as much mail as the foreign carriers receive 
from us. It is in the relation of 11 to 2, foreign mail revenue for 
United States carriers from foreign mail as against what we give the 
foreign airlines for revenue from our mail. 

And, I felt from that standpoint you would be sacrificing that 
revenue. 

Mr. Bennerr. But if you-—— 

The CHarrMan. Your time has expired, Mr. Bennett. 

Mr. Harris. Mr. Chairman, I ask unanimous consent that the 
gentleman be given such time as he requires. 

The CuarrMan. If there is no objection, you may proceed. 
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Mr. Bennerr. Once you fix a compensatory rate for a specific 
type of foreign air-mail service, then anything you pay over that to 
foreign carriers is a subsidy from this Government to that carrier. 

Mr. Repprine. I cannot quite agree. I think it is a question of 
semantics. 

Mr. Bennetr. What would you call it? 

Mr. Reppinc. I am about to answer you, Congressman. I would 
say it is a question of semantics. I would say that you might call it a 
subsidy, or you might call it a high price. 

Mr. Bennett. Well, to the extent that it is over the fair and reason- 
able price that you are giving American carriers, for the same serv- 
ice, to that extent it is a gift, or a subsidy, or a largess, or whatever 
term you want to use, is it not? 

Mr. Reppine. All right: I think that is a fair statement, and I 
might point to the report and say that they subsidize our lines 4 to 1, 
over what we subsidize theirs 

Mr. Bennetr (interposing). All right, but you are going to change 
that, are you not? 

Mr. Reppine. You gentlemen are changing it, not me. 

Mr. Bennett. But, you are in favor of it? 

Mr. Reppinc. I am in favor of changing the basis of paying subsi- 
dies to American airlines, That has nothing to do with subsidies to 
other lines. 

Mr. Bennerr. Do you favor continuing to pay it to foreign air- 
lines ¢ 

Mr. Reppinc. I favor carrying out the commitments that this 
Government has made to the Universal postal Union; yes. 

Mr. Bennerr. If the Universal Postal Union is going to apply, 
why would it not apply to foreigners ¢ 

Mr. Reppine. I beg your pardon. 

Mr. Bennerr. Why not apply it uniformly ? 

Mr. Reppinc. Because we feel it is too much money to pay our 
carriers. 

Mr. Bennerr. Do you think if you are going to subsidize foreign 
carriers, that it might be better to do it through the ECA or some 
other agency rather than the Post Office Department / 

Mr. Repprne. I do not believe, sir, we are paying subsidies to 
foreign carriers. 

Mr. Bennerr. You do agree that the extent that you pay them 
over the rates you pay American carriers, you are giving them some- 
thing for nothing; you agree with that, don’t you # 

Mr. Reppin. No, sir; because the balance is in our favor. I would 
say if we were only paying them and they were not paying anything 
to us at the same rate, we then would be giving them something. On 
the other hand I would say this. this results in giving us something. 

Mr. Bennert. Once you establish this rate, that is all you will pay 
our carriers or foreign carriers to carry mail, say, from here to France. 
Would that not immediately establish a rate that our carriers will get 
for bringing mail from France to us? 

Mr. Reppine. No, sir; not necessarily. 

Mr. Bennett. Go ahead. 

Mr. Reppine. If we abide by the commitments to the convention 
of the UPU, any mail that is carried in our planes or any mail that 
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is carried in the planes of the Government of France would be paid 
for at the rate set by the UPU. Any mail of ours that traveled 
in French airplanes would be paid for at the rate set by the UPU. 

Mr. Bennertr. All right. Iam not talking about that. I am talk- 
ing about the case where an airplane takes mail from the United 
States to Paris at a fixed rate, under this bill, which, let us say, is 
$1 a pound or $1 per ton-mile. The French Government is going 
to be paid then at the rate of $1.80 per ton-mile under the rates now 
in existence for bringing the mat] back to us. 

Mr. Repprnc. At the present time, it runs around $2.86 per ton-mile. 

Mr. Bennerr. And that sort of thing results. 

Mr. Reppine. That has no bearing on what they pay their carriers, 
or they pay our carriers, or how much they may pay. 

The a teeny The time of the gentleman has expired. 

Mr. O'Hara. Mr. Chairman, I ask unanimous consent that he may 
proceed for five additional minutes. 

The CHarrMan. Without objection, it is so ordered. 

Mr. Bennett. I do not know whether you had answered the last 
question or not. 

Mr. Repprne. I do not remember. 

Mr. Beynerr. My question was simply this: If the Post Office 
Department, after the enactment of this proposed language of the 
Senate bill is adopted, if it is adopted by Congress, then you will go 
about fixing a compensatory rate for our carriers for transporting 
mail to foreign countries. 

Mr. Repprne. Yes, sir. 

Mr. Bennerr. Then, if you can anticipate such a rate as, let us 
say, $1 a ton-mile from here to Paris, the French Government will 
pay a higher rate for bringing the same kind of mail from Paris 
back to the United States and pay our carriers a higher rate? 

Mr. Repprne. Yes, sir. ; 

Mr. Bennerr. And under what requirement of law, or interna- 
tional agreement, would they do so? 

Mr. Repprxe. We would be carrying in our own planes our own 
mail, and it is not any of their business as to what we pay our own 
carriers for carrying our own mail. In the case of French mail being 
moved in American planes, we would be carrying French mail and 
the French would have to meet the rate that has been set by inter- 
national agreement. 

Mr. Bennerr. Then, the situation would not be changed a great 
deal, would it? 

Mr. Repprne. It would be changed in this respect, Mr. Congress- 
man: If we are placed in a position that if we set a compensatory rate 
for our own carriers, and we wish to use the French carrier because 
it gives additional service—and that is the basis upon which we are 
using them today—we would then have to raise or abandon our 
compensatory rate and raise the pay of our carriers to meet the $2.86, 
foreign carrier rates, on the one hand, or on the other hand we might 
do as Congressman Harris indicated the other day. We might be able 
to set about reaching a bilateral agreement whereby they would agree 
to reach or meet our rates. 

I said this morning earlier I doubted if there were many instances 
where they would agree with that, because it would be in effect abro 
gating their own rate-making powers. 
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Mr. Bennett. I am talking about the same carriers; the same serv- 
ice; talking about United States carriers who take the mail to foreign 
countries under the rate, compensatory rate, which you fix. 

Now, I am asking you setitienlly, do you think, or do you anticipate 
that under this legislation that for the same service rendered by the 
American carriers in transporting mail from France back to the 
United States, that the French Government will pay a higher rate? 

Mr. Repprne. Yes; they would pay a higher rate. 

Wait a minute; are you asking whether I actually thing, realisti- 
cally, that they are going to put mail on our airplanes? 

Mr. Bennett. That is right. 

Mr. Repprne. I do not thing that they will put any mail on our 
airplanes, if that is your question. I thing if they are going to put 
any mail on our airplanes, they will pay the rate we tell them to pay. 
I do not realistically think, however, they will put mail on our planes 
at higher prices, when we show a lower price. 

Mr. Bennerr. Certainly then the probable effect of this would be to 
establish a uniform rate; is that not true / 

Mr. Repprne. I agree with the uniform rate, Mr. Congressman. I 
do not agree as to the power of the United States to set uniform rates 
for all countries. 

Mr. Bennerr. You do not set it for all of the other countries of the 
world, do you, Mr. Redding, if you set the price that we will pay ? 

Mr. O’Hara. Mr. Chairman, may we have order? I am trying 
to hear the witness. 

The Cuarrman. Let us have order. You may proceed. 

Mr. Bennett. Would you not then fix a uniform rate ? 

Mr. Repprne. I would say that if we tell the governments of the 
world that we will set up a rate at which we will move their mail, 
and we will move it at no other rate, that we accomplish by fiat what 
has been accomplished by negotiation with those governments before, 
and I would say that was in itself—while we have that power—I would 
say that it is not the best way to do it. 

Mr. Bennerr. Now, | just have one other question. I would like to 
ask this of counsel. That is, what do you assert is the difference be- 
tween the formula that is set up by which the Interstate Commerce 
Commission fixes railroad and other mail-pay rates under its jurisdic- 
tion as against the formula in the Senate bill as it applies to the 
authority of the CAB, in connection with domestic air nail rates. 

Mr. Wiprup. Mr. Congressman, under the Senate bill as explained 
in the Senate committee’s report, cost is to be the sole standard, in 
fixing air-mail rates. 

Mr. Bennerr. Is it ? 

Mr. Wiervp. So far as rates are concerned. The committee report 
says, states specifically, cost is to be the sole standard to govern the 
board in fixing rates. 

Now, under the Railway Mail Pay Act under which the Interstate 
Commerce Commission fixes railway mail pay rates, the cost is a 
standard which the Commission considers under the broad standard 
of fair and reasonable rates. 

So, in all of the railway mail pay cases there have been cost studies, 
and the Commission takes into consideration other factors, as I ex- 
plained a few days ago; takes into consideration what the railroads 
realize from comparable traflic; takes into consideration competition 
and things of that kind. 
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Now, in this recent case, Mr. Congressman, the Commission, restated 
the cost studies of both parties and came up with a figure of 11 percent 
below fully distributed costs. 

Never in the history of railway mail cases, has the Commission ever 
fixed a rate in excess of full distributed costs, plus a fair return. 

Mr. Benner. Yes. You keep saying cost 1s the only factor unde: 
the Senate bill. The other factor is “plus a reasonable return.” 

Mr. Wiprrup. Well, we say that cost is the only factor, plus a rea. 
sonable return. In other words, the other factors I mentioned under 
the Senate bill would not be considered. 

Mr. Bennerr. Do you think that you come out with a different result 
by requiring the Board to fix fair and reasonable rates as against this 
language of fixing rates based upon cost plus a reasonable return / 

Mr. Wirrup. Well, I think that if the cost is to be the single stand- 
ard, a rigid cost standard, then you would come out with a different 
result. 

I recall that the railroads in the railway mail pay case based their 
request for rate increases on fully distributed cost plus a fair and 
reasonable return and they said that they were entitled to that. 

Mr. O'Hara. Mr. Chairman, might I be recognized at this point! 

The CuatrmMan. Do you have anything further, Mr. Bennett ¢ 

Mr. Bennett. I have not. 

The Cnaimman. I recognize the gentleman from Minnesota. 

Mr. O'Hara, Thank you, Mr. Chairman. 

Mr. Wiprud, pursuing that particular question which Mr. Bennett 
asked you, then it is true that under the Senate bill the cost formula 
which is set up as to the air carriers of mail is more narrow and more 
restricted than is the formula which the Interstate Commerce Com 
mission operates on; is that true 4 

Mr. Wirrvup. Yes: I think that is so. 

Mr. O'Hara. And, do you see any reason, Mr. Wiprud, why ie re 
should be any distinction made as to the cost formula’ Now, it is 
submitted, or admitted that there are different factors to be cons vs dl, 
but do you see any reason why there should be one formula under which 
the Interstate Commerce Commission acts in the fixing of the cost of 

carriage of mails by rails and another formula for fixing the rates for 
the carriage of mails by the CAB, by air’ Should not the formula 
be the same / 

What I am getting at is should not the formula in fact be the same ¢ 

Mr. Wiervup. Well, I think, Mr. Congressman, in answer to that, 
that the answer must be ves; but if I may explain here— 

Mr. O'Hara. Certainly. 

Mr. Wirrup. As I have stated, never in the history of railway mail 
pay cases has the Interstate Commerce Commission ever fixed mail 
pay rates above fully distributed costs, plus a fair return. They have 
fixed them below that figure; cost studies being an approximation, so 
io speak. 

The position of the Department is that mail rates should not be fixed 
in excess of fully distributed cost plus a fair and reasonable return, 
and that was the testimony of Mr. Redding. 

And the reason for it is this, in the air-mail field, that if you base 
rates upon a rigid cost standard and each carrier has a different cost 
experience, you would have different rates for each carrier. 

sa with the Board’s power to classify carriers by groups, and 
within those groups to fix rates based upon average costs, then these 
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carriers should have an opportunity even though their costs be a little 
higher, to participate in the traffic. 

‘An illustration was given of the operation between Washington 
and Chicago, one carrier having a 45-cent rate, based upon cost, and 
the others a 53-cent rate. 

You have to have an incentive to reduce costs, and how are you 
going to reduce costs unless you can participate in the business. 

So, if a carrier realizes an amount slightly under fully distributed 
costs plus a reasonable return, and gets the business, he might reduce 
his costs, and thereby reduce the inefliciency and come within that 
established rate. There should be some flexibility and the Interstate 
Commerce Commission has applied that flexibility under the broad 
standards of fair and reasonable rates. 

Mr. O'Hara. Do you feel that also the CAB should have that flexi- 
bility to deal with this matter in the fixing of rates? 

Mr. Wrirrvp. Yes; and our suggestion was that the flexibility that 
should be given is that the standard should be not to exceed reason- 
able cost, plus a fair return. That would enable the Board to go to 
fully distributed costs plus a fair return, but also would enable them 
to fix rates below. 

Mr. Bennerr. Will the gentleman yield? 

Mr. O'Hara. I yield to the gentleman. 

Mr. Bennetr. What you say, as I understand, is that there is no 
difference between the two. 

Mr. Wirrvup. If there is no cost standard; there should be no dif- 
ference. 

Mr. Bennett. I am talking about the end result. 

Mr. Wirervup. There should be—— 

Mr. Bennerr. That is what I am trying to find out. 

Mr. Wirerup. Mr. Congressman, I might say this, there is no cost 
standard in the Railway Mail Pay Act. 

Mr. Bennett. I realize that. It says that the rates shall be fair 
and reasonable. 

Mr. Wirrvup. That is correct. 

Mr. Bennerr. You do not want that language in this bill / 

Mr. Wiervup. Well, I think the same formula that the Interstate 
(Commerce Commission has applied, which is not to exceed the fully 
distributed costs plus a fair return, if you are going to mention the 
cost standard at all, it should be that not to exceed. 

Mr. Bennett. In other words, you figure that this language will 
bring about the same results as that in the Interstate Commerce Act / 

Mr. Wiervup. No; I think that is this language proposed by Mr. 
Redding for the Department which would bring about that result, 

ind the reason I say that is that the Senate committee in its report 

say s that the cost standard is to be the sole standard. 

Mr. O'Hara. And if that language were pursued, in the report, and 
so construed by the CAB, that would be a more restrictive standard 
than what applies to the Interstate Commerce Commission in fixing 
their rates. 

Mr. Wiervp. That is correct. 

Mr. O'Hara. That is all, Mr. Chairman. 

Mr. Beckxworrn. Mr. Chairman. 

The Cuamman. Mr. Beckworth. 

Mr. Becxworrn. You mention this term “fully distributed cost, 
plus a fair return.” 
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That sounds to me somewhat like what we talk about in agriculture, 
“cost of production plus a reasonable profit.” 

When we cannot find what we want the farmer to make, we always 
say cost of production plus a reasonable profit. pas 

Now, do you have any trouble, as you see it, in establishing that 
full distributed cost? I assume you have dealt with it for a long, 
long time, one way or the other. 

Mr. Wirrvp. We have had some concentrated experience with it. 
Of course, arriving at the cost for transporting any commodity is 
not a simple process, because the direct cost you can allocate to a 
single traffic is comparatively small as compared to the cost you have 
to allocate among the various traflies; but I do think that the tech- 
nique of cost finding is improving and has improved greatly over 
the past 25 years. So you do get an approximation, Mr. Congress- 
man. There is no question about that. 

And, when we speak about full distributed cost, you ought to com- 
pare that with out-of-pocket cost, plus a profit, full distributed cost 
being, say, out-of-pocket cost plus the constant cost. 

Mr. Becxworrn. Have you gone so far personally or has Mr. 
Redding gone so far as to find out just what the actual breakdown is 
as to actual distributed cost? We will say for a DC—3 plane that is 
stopping a good many times in its flight across as contrasted with a 
DC-3 plane that is stopping much less frequently in its flight? 

Mr. Wrrrup. Well, Mr. Congressman, I have not participated in 
any cost studies in the air field myself. We just finished the railway- 
mail pay case and L doubt whether a so-called field study or actual 
study has been made of allocated costs in the air field. I think some 
computed figures have been made. 

Mr. Becxworrn. If you have any information like that or can 
get it, | would like personally to see it made a part of our record 
so we can clearly understand what might be determined the differences 
in full distributed cost as they relate to the various kinds of opera- 
tions. 

Mr. Hrysnaw. Mr. Chairman, the Senate spent about $200,000 
on that and their figures are available to the committee. 

Mr. Becxworru. | know about that. It has been stressed so much 
by you of the Post Office Department that I feel that you must have 
something rather definite in your minds as to full distributed cost 
and its meaning and, therefore, I would like to get what you have 
been dealing with along that line. 

Mr. Wiperup. We have made no cost studies in the air field. These 
costs studies, Mr. Congressman, if I may say so, are field studies. 
You actually have to get out into the field and get the data and 
the underlying information on operations and traflic in the field. 

Mr. Beckworrn. In your files, you have some of those / 

Mr. Wirerup. We have never made a field study of our air opera- 
tions. There are figures in regard to operations, but we have never 
made a field study. 

Mr. Reppinc. Mr. Congressman, there has never been any need for 
us to do it simply because in the past we have been operating with 
the subsidy element in all of these rates, and the CAB has been the 
one who carried out such investigations. They do have figures which 
they have arrived at and applied to mail pay. 

Mr. Beckworrn. That is true. I do know that they have those. I 
was thinking, however, since you emphasize the term so frequently, 
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that you must have a clear concept of its meaning in your own minds. 

Mr. Repprnc. No, sir; not on that thing. Of course, cost, when it 
finally arrives might rise up and bite us. We do not know. We are 
talking about the principle of the matter. eis 

Mr. Beckwortu. Getting back to the analogy I gave, it is kind of 
like that cost of production in agriculture plus a reasonable profit. It 
is very difficult to get at and I thought that possibly you might have 
information that you had been able to obtain over the years that gives 
your version of its meaning in regard to carrying the mails. Appar- 
ently you do not have much definite information of your own. Of 
course, we do know about what the CAB has. 

Mr. Reppine. That is right. 

Mr. Beckwortn. In your studies of the full distributed cost picture 
as given to you by the CAB, have you frequently taken great exception 
to the CAB’s figures ¢ 

Mr. Reppina. So far as I know, Mr. Congressman, we have never 
been given a full distributed cost study by the CAB of any particular 
operation. 

Mr. Becxwortn. I believe that is all, Mr. Redding. 

Mr. Hese_ton. Mr. Chairman. 

The Cuarrman. Mr. Heselton. 

Mr. Hesevron. Mr. Redding, has the Department made any studies 
concerning the amount of air lift that might be available in this coun- 
try in the event at some future date Congress might decide that it 
would be a sound policy to have all first-class mail go by air? 

Mr. Reppinc. Well, Mr. Congressman, the Department has made 
studies. Yes,they have. I should say that they have definitely. They 
have made a number of such studies. The first one I believe was made 
in 1946 under the direction of Mr. Sullivan who was then Assistant 
Postmaster General, Bureau of Transportation. We now have an- 
other study being worked out. We have not completed it. We have 
sought to keep abreast of the times on that matter so that if we ever 
should be faced with that problem we would have some background of 
information. 

Mr. Hesevron. Have you developed the amount of air lift that 
might be available ¢ 

Mr. Reppine. Yes, sir; we know that right now. We know that 
there is enough air lift available to go to first class by air over, say, 
300 miles, under conditions generally where it would be expedited, 
and we know there is ample air lift for that at the present time with- 
out interfering with passenger lift, except that the passengers like to 
fly in the daytime and the mail is not available in the daytime. When 
the mail is available there are no airplanes. 

Mr. Hesevton. Between what hours is the majority traffic de- 
veloped ? 

Mr. Repprne. Oh, the mail starts to become available, generally 
speaking, around 6 o’clock in the evening and it reaches its peak for 
dispatch purpose around 8: 30 or 9 in the evening. 

Mr. Hesevron. Does the record show that those hourse are the hours 
when the passenger flights are most available? 

Mr. Reppinc. The passenger flights, generally speaking, between 
our major terminals are operated at different hours. I have a chart 
here which I could have Mr. Phillips show you. It was prepared at 
my direction and Mr. Phillips is from our division of air-mail service. 
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He could show that to you. It illustrates graphically what the situ- 
ation is. 

Mr. Hesevton. I will not take the time of the committee now to do 
that, but I would like to see it. 

Mr. Reppine. Yes, sir. 

Mr. Hesevron. There are a number of air-freight and air-coach 
flights between 6 o’clock and midnight which could carry mail if they 
were permitted to do so by the C AB. 

Mr. Reppine. There are a number of flights shown there. The air 
coach—of course wing ‘an carry mail; that is, the certificated coaches 

can carry mail. There are some night coaches. But, the tendency 
has been to move the planes, to operate the planes in the daytime, by 
and large. 

The air-freight lines, generally speaking, have not been used. 

Mr. Hesevron. Now, Mr. Chairman, I would like to renew my re- 
quest to insert this appendix B of the Senate report in the record. 
Mr. O'Hara has looked over it. This is the appendix B in the Senate 
report to which Mr. Redding refers on page 12 of his statement. I 
think it will be helpful to the committee. 

Mr. O'Hara. I have no objection to it being inserted. 

The Cuatreman. Without objection, it will be made a part of the 
record, 

Mr. O'Hara. What page is it that you specifically want ? 

Mr. Hesevron. It is on page 61 and at the top of page 62. 

The CuarrMan. It will be made a part of the record. 

(The document referred to is as follows :) 
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ipprorimate cost range of the mail service per revenue ton-mile 


! 

Average ton-mile 
costs after eX- 
cluding certain 
passenger ex- 


penses 2 


Over-all average 
ton-mile costs ! 


1n4y 1950 1949 19590 
DOMESTIC CARRIERS 
Big Four trunk lines 

American Airlines ? $0). 5168 MM). 4625 $0. 4275 $0. 3801 
Eastern Air Lines * . 5699 . 4934 4678 40067 
Transcontinental & Western Air, Ine 5741 . 5253 $550 4195 
United Air Lines, Ine$ 5561 iss] 4584 | 1000) 

Total. __. ; 5494 | {880 4507 | _ 3987 

Other trunk line carriers: | 

Braniff Airways, Inc. _-. 6722 MO73 | 5470 | . 4508 
Capitol Airlines, Ine . 5923 5353 4864 . 4207 
Chicago & Southern Air Lines, Inc 6874 6278 ‘477 4831 
Colonial Airlines, Inc.* S743 9356 7208 7472 
Continental Air Lines, Inc 8308 TSOS 6974 . 6538 
Delta Air Lines, Ine } . 8792 5418 . 5309 4330 
Inland Airlines, Inc . 6785 . 7011 5OS5 . 5767 
Mid-Continent Airlines, Inc 6R86 46913 5397 . 5410 
National Airlines, Inc.’ ‘ 6907 . 5270 5632 459 
Northeast Airlines, Ine 1. OOSS3 8044 S448 . 7252 
Northwest Airlines, Inc 6228 431 5132 . 5480 
Western Air Lines, Inc 7150 5i9h 5074 . 4198 

Total. -- ’ oi . 6708 5979 5401 . 4827 


Total all trunk lines_- . piliebihe . é . 5815 BISS . 4677 4220 


See footnotes at end of table. 
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Approximate 


Over-all average | 
ton-mile costs! | 


1949 
DOMESTIC CARRIERS—continue ney 
Local service carriers: * 
All American Airways, Inc $2. 5104 
Bonanza Air Lines, Ine 4. 6050 
Central Air Lines, Ine 11. 0285 
Challenger Airlines Co 1. 418 
Empire Air Lines, In 1. 2004 
Frontier Air Lines, Inc 
Lake Central a 
Mid-Continent Airlines, Inc 
Mid-West Air Lines, Inc 11.0117 
Monarch Air Lines, Ine 1. 7833 
Ozark 
Piedmont Airlines 1.311 
Pioneer Air Lines, Ine 1 0611 
Robinson Airlines Corp 2. 1548 
Southern Airways, Inc 4. 3185 
Southwest Airways Co 1. 02S 
Trans-Texas Airways 2. 0554 
LS ry Air Lines Corp 5. 0827 
st Coast Airlines, Inc 1. 7212 
FE v . Wiggins Airways, Inc 14. 9282 
Wisconsin Central Airlines, Inc 2. 8323 
rotal 1. SRTS 
Fotal all domestic carriers Ssh 
INTERNATIONAL CARRIERS ° 
Trans-Atlantie 
AOA 107. 70 
PAA-Atlantic 117.10 
rwa 101. 40 
Caribbean and Gulf 
American 41. 40 
C.&8 117. 60 
Colonial 144. 2! 
Eastern 44. US 
stional 74.12 
South America 
Braniff 146. 5S 
PAA-Latin America 83. 25 
Panagra 124. 84 
UMCA 
Pacific 
Northwest 79. 24 
PAA-Pacific Ys Us 
PAA-Alaska 62. 92 
United 55. 74 


lotal expenses (operating expenses and allowable nonoperating expenses 


$1. 5570 bs 


| Average 


cluding 
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cost range of the mail service pe r revenue ton-mile—Continued 


ton-mill 
|} costs after ex- 
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47. 60 
S2. 
51.68 


1. 04 


plus provision for 1144 


return on investment before taxes (yields 7 percent return after taxes of 40 percent 


’ Total common expenses (operating expenses and allowable nonoperating expenses 
and advertising and publicity, 
(including return on investment of 1125 percent) on the basis of relative ton-miles. 
with the remaining expenses com- 
plus return) for each class of traffic is assumed 


of expenses of passenger service, traffic and sales, 
costs 
the 3 accounts noted are assumed applicable to other than mail traffic, 
mon toall classes, including mail. The common unit expense 
the only expense for mail traffic. 
Inelndes American Airlines’ Mexican operations. 
‘ Includes Eastern Air Lines’ Puerto Rico operations. 
Includes United Air Lines’ Hawaiian sperations 
* Excludes Colonial Air Lines’ Bermuda operations. 
* Includes National Airlines’ Cuba operations. 
* Omitting Helicopter Air Service and Los Angeles Airways 
' Based on 10 percent return on investment after income tax 


Note.—The 2 cost methods shown above are the most simple methods 
be considered as the only methods, nor acceptable without controversy 
mination methods may result in higher or lower costs than shown, 
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Mr. Reppine. I could not answer that definitely, sir. I believe that 
to be true, but I could not answer that certainly. 

Mr. CuenowetH. Are you in a position to give the committee a 
brief summary of your experience with air-mail transportation as it 
has affected the Post Office Department? When did you start and 
what has your experience been ¢ 

As I recall there were some scandals in connection with air-mail 
operations several years ago and that the Postmaster General canceled 
all of the outstanding contracts at one time. Can you give us a brief 
summary of that situation / 

Mr. Repprna. I could furnish that to you. 

Mr. Cuenowetu. Will you do it briefly, as you understand it; 
going back to the beginning? 

Mr. Reppine. The transportation of mail by air was begun by the 
Post Office Department in 1911 on an experimental basis. There were 
numerous flights. I say numerous. There were scattered flights at 
that time in the puddle jumpers of that day. 

Mr. Cuenowetu. Did you have legislation authorizing those opera- 
tions ? 

Mr. Repprina. No, sir; those were experimental flights, on a single- 
flight basis. There was no legislation authorizing the movement of 
mail by air on a continuing basis until I believe 1918, when the first 
route was established. 

Mr. Cuenowernu. Did you have legislation at that time? 

Mr. Reppina. Yes, sir. 

Mr. Cuenowrern. What was the nature of the same? 

Mr. Repptna. The legislation gave the Post Office Department the 
ower to establish, I believe, one route between New York and Wash- 
ington, and we operated that route with planes that were furnished 
to us by the Army and by our own pilots, generally Army training 
planes and our own pilots. 

After the war we had more legislation to increase the mileage with 
more routes. 

The next major move was to set in a transcontinental route. 

Mr. Cuenowetu. When was the first transcontinental air route 
established ¢ 

Mr. Repprne. That was about 1923, I believe. 

Mr. Cuenowetu. How did you compute compensation for these 
carriers ¢ Did you make contracts with private companies ¢ 

Mr. Reppine. No, sir; that was our own operation. We did it, 
carried it out as our own operation with our own planes and our own 
pilots, who were paid by the Post Office Department. We maintained 
our own fields; we lighted our own airways, and everything else until 
about 1925. About that period we stressed that we wanted to go out 
of the operation of the air-mail business as such. We wanted merely 
to give someone air mail to carry. We specified at that time that we 
wanted to turn this business over to private enterprise and we insisted, 
over the objection of the airlines, that they should also carry pass- 
engers. We insisted on that because we felt that the extension of the 
carrying of passengers would reduce the cost of carrying the mails. 
That was the whole purpose. 

I might say, as I said before, the airlines at that time did not want to 
do that. All they wanted to do was carry the mail. They did not 
want to carry passengers. 
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Mr. CuenowerH. Do you know how many of the so-called Big 
Four airlines were in operation at that time ? 

Mr. Repprne. I think their prototype companies were in operation. 
They were not in operation under the terms, or titles, shall we say, as 
they are known today, and I think as late as 1930 or 1931, »iinost 
100 percent of the total revenues were from air mail, simply because 
they lost money in the passenger field and it had to be made up by 
these subsidies. 

Mr. Curnowetu. When did you make your first private contract ¢ 

Mr. Repprne. I think our first contract was in 1926. 

Mr. Cuenowern. How did you determine the compensation then? 

Mr. Reppine. I do not know the terms of those contracts. I could 
not answer that. I think just as a matter of negotiating what would 
be the cost and we did have some experience in the past and we 
negotiated on that basis. 

Mr. Cuenowetu. Was there a good deal of criticism of these con- 
tracts ¢ 

Mr. Repptne. There was in the 1930's, the early thirties. These con- 
tracts were, at one time, all abrogated at the direction of the Post- 
master General because he felt that there was something wrong in that 
operation. I do not recall what was wrong, whether it was overpay- 
ment or whether it was any criminal action or what it was. As I 
recal]|—— 

Mr. Crenowertu. He canceled all of the contracts? 

Mr. Reppine. He canceled the contracts, and as you know, there 
was a period when the Army carried the mails for the Post Office 
Department, which was not entirely satisfactory; and eventually they 
got around to, I think, a different type of air-mail contract and then 
finally the Civil Aeronautics Act of 1938, which is now in effect. 

The CHatrman. The time of the gentleman has expired. 

Mr. Cuenoweta. Thank you, Mr. Redding. 

The CHamman. Are there any further questions ? 

Thank you, Mr. Redding, for a very elaborate statement. 

Mr. Reppine. Thank you. 


STATEMENT OF AMOS E. HEACOCK, PRESIDENT, AIRCOACH 
TRANSPORT ASSOCIATION, WASHINGTON, D. C. 


The Cnatrman. Mr. Heacock, how long will it take you to make 
your statement ? 

Mr. Heacock. I think it will take until noon at least, sir. 

Mr. Becxworrn. How long? 

Mr. Heacock. Until noon at least. 

The Cuarman. Have you got a written statement ? 

Mr. Heacock. Yes. 

The Cuarraan. Could you not comment on that and then file the 
statement for the record ? 

Mr. Hracock. Well, I do not think, in view of the importance to 
our industry, I would want to do that. We represent the nonsub- 
sidized air carriers. We have some very interesting information 
here, and I do not think, in justice to them, 1 could do so at this time. 

The Cuamman. If we are kept here until next year it will not do 
anybody any good. All right. go ahead. 
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Mr. Heacockx. Mr. Chairman and gentlemen of the committee, 
my name is Amos E. Heacock and I am president of the Aircoach 
Transport Association, the National Trade Association of Independ- 
ent Carriers, nonsubsidized. 

The Cuarman. Non what? 

Mr. Heacockx. Nonsubsidized. 

I had intended, orginally, to make a very short statement; but I 
have been going through a slow burn, seeing you gentlemen presented 
with a bill which purports to separate subsidy. I am referring to 
S. 436, which in no way does so. Furthermore, 5, 436 makes possible 
the increase rather than the decrease of the subsidy. However, be- 
fore I go into that, I would also like to go into the matter of as much 
as $1014 million in overpayments to a particular air carrier and into 
such other matters that I know you will be interested in the 
protection of the American taxpayer from unnecessary and unwar- 
ranted payments. 

I will go into my statement: 

Mr. Chairman and gentlemen of the committee; my name is Amos 
kK. Heacock, and I am president of the Aircoach Transport Associa- 
tion which represents the nonsubsidized independent airlines in 
America, 

We are interested in separating the hidden subsidies accorded to 
certain airlines from the mail pay which they receive, because these 
airlines compete against us and take advantage of these hidden sub- 
sidies in their attempts to drive us out of business. They are able 
tosell air freight at below their cost, and they are able to institute fares 
in imitation of us, only because they can pass on their losses to the 
Post Office Department by the devious device of charges for carrying 
air mail, 

At your hearings on this subject 2 years ago, Mr. Chairman, I intro- 
duced a study which T had made on how much of the mail pay given 
out to certain airlines was subsidy and how much was really com- 
pensation for the cost of services rendered. You will find the tables 
which I prepared on pages 177-181 of your hearings on air-mail 
subsidies during the Eight y-first Congress. 

To refresh your memories, I might comment that my study showed 
that for the 12-month period ended September 30, 1949, the airlines 
had been given $142,000,000 in mail pay, of which I figured $111,- 
00,000 was subsidy. That meant, according to my calculations, the 
taxpayer was being forced to pay $1 for 22 cents worth of service. 
In other words, 78 percent of the mail pay was in reality a hidden 
subsidy to the recipient airlines. 

A lot of people ridiculed me for this study. In fact, when the bill 
went over to the Senate and I appeared before the Senate Interstate 
and Foreign Commerce Committee, the chairman, Senator Johnston, 
called me an “ass” for saying that I could figure out the subsidy 
element in mail pay so quickly as the 2 hours | spent compiling the 
analysis found on page 177 of your hearings. 

I was also accused of taking the “meat ax” approach toward separa- 
tion of subsidy. 

Events have borne me out, however. In the succeeding 2 years, the 
Civil Aeronautics Board has at long last gotten around to making 
some sort of an estimate of how much of the “mail pay” is subsidy, 
and I understand that under cross-questioning before this committee, 
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Mr. Nyrop, chairman of the CAB, submitted that approximately 
$80,000,000 a year was subsidy, out of $117,000,000 a year in “mail 
pay.” That works out, if you care to do the maniac, 69 percent, 
or within 9 percent of the estimate which I made 2 years ago at this 
very same committee. 

Now I have read the statement of Mr. Stuart G. Tipton, the general 
counsel of the Air Transport Association of America, who represents 
these subsidized airlines, and I wish to state that his statement is 
perfectly absurd, that putting in cost allocation to figure out com- 
pensatory mail pay as distinct from subsidy would cost $3,000,000 
a year to start with and would cost $8,800,000 a year to keep up after 
that. 

[ will tell you just how long it took me to do the detailed study which 
is on pages 177-181 of your hearings. Two hours with one helper, 
referring to the schedule on page 177; not all of the schedules. The 
reason, of course, was that I merely had to secure cost analysis already 
on file with the CAB and present them together with additional com- 
putations’to your committee. The purpose was to prove that cost 
information is not so difficult to obtain as Mr. Tipton would have you 
believe. 

I am an accountant by training, and I tell you right here I would be 
very, very glad to do all the additional cost allocation for all of Mr. 
Tipton’s airlines for 10 percent of what he tells you it is going to 
cost. 

Of course, he tells you it is going to be a terrific burden, and so 
forth, and so forth, and so forth, because he does not want to see it 
done. The subsidized airlines do not want revealed how much plunder 
they are getting away with at the public expense. 

jut we who are getting our throats cut by these subsidized airlines 
are very much interested in seeing the facts brought to light, and, 
therefore, we support separation of subsidies from compensation for 
cost of carrying air mail, and we are delighted to help you in any way 
we can with any of the detailed problems of cost allocation. 

[ understand also that Mr. Tipton, of the Air Transport Association, 
has made a great point to you about the fact that the separation legisla- 
tion may be unconstitutional because carrying the mails is a com- 
pulsory burden upon them and that if they were to be paid less than 
what they deem 1s the value of the service, they would be being de- 
prived of their rights under the Constitution. Let me tell you, Mr. 
Chairman and centlemen of the committee, that as far as I have ever 
known, all the members of the Air Transport Association have actively 
applied for the privilege of carrying the United States mails and have 
lobbied against letting anybody else carry the mails. 

I have made before, and I will make again publicly before this 
committee, an offer to carry the United States mail between the United 
States and Alaska for $1 a year. 

I refer to my own company, Air Transport Associates, which has 
made that offer formally before the Board, and it is still before them. 

If you want to achieve some economy in this expensive Government 
of ours, here is a good place to begin, and we will save about $6,000,000 
a year for transportation to Alaska alone. 

‘We strongly support the recommendation contained on page 7 of 
the letter of the Postmaster General, dated February 1, 1952, addressed 
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to you, Chairman Crosser, asking for the right to contract for plane- 
load movements of mail. 

I tell you right here and now that we could underbid any of the 
subsidized airlines and save the taxpayers millions of dollars—just as 
we are now transporting military personnel at less than it costs the 
Government by rail. 

Furthermore, our schedules, which depart from large cities, usually 
late at night, are far more adapted to the shipment schedules of the 
Post Office Department. As you gentlemen well know, and as you can 
get the Post Office Department to testify, mail in the big cities is 
generally not collected until the end of the business day and after 
sorting and canceling the postage, it is not ready for shipment from 
the airport until 8, 9, 10, 11 p. m., or midnight. At those hours, most 
of the schedules of the subsidized passenger airlines have already left, 
but it is at those hours that the schedules of our nonsubsidized, inde- 
pendent air-coach lines and those of the nonsubsidized freight lines are 
most available. Let our independent passenger and cargo lines in on 
the mail service, and we will really show you how the thing can be 
done economically, and the mail delivered to addresses just as fast as 
it is being delivered now. 

Gentlemen, the Aircoach Transport Association favors the passage 
of H. R. 508. It is very much opposed to S. 436, the original version 
of which it supported before the Senate Interstate and Foreign Com- 
merce Committee. The reason for our opposition to 8. 436, of course, 
is that weakening amendments have completely destroyed all of the 
original Senate bill except the number. 

The Crarrman. Any questions? 

Mr. O'Hara. Have you completed your statement / 

Mr. Heacock. No; I would like to add to my statement if I may. 

I would like to point out that S. 436 is legislatively, you might 
say, a fraud, in that it purports to be a bill which would separate 
the compensatory element from the cost of carrying the mails, and 
yet the schedules which are to be used and the language of the bill, 
does not do so; and I can give you several examples. 

I might just take one, where it requires that, on page 6: 

The rates so fixed and determined shall be paid by the Postmaster General 
from appropriations for the transportation of mail by aircraft, and he shall 
not delay mail or withhold mail from an air carrier because the rate for the 
transportation of mail payable to such carrier may be higher than the rate 
payable to a competing air carrier or an air carrier engaged in the transporta- 
tion of mail in overseas air transportation. 

The bill provides for an increase in mail pay to the international 
‘arriers and there is no control over a possible increase to the domestic 
carriers. 

The means by which the mail pay is being increased for the inter- 
national carriers is by this device of the UPU rate. 

I will give you here what it costs Northwestern Airlines to trans- 
port the mails between Seattle and Anchorage. That would be the 
overseas air transportation referred to. 

There are two other air carriers in overseas air transpotation. 

Now, one gets, I believe, something like 90 cents a plane mile. 

Northwest Airlines in the year 1949 received what is almost exactly 
the UPU rate, by coincidence, $2.86 per ton-mile. 

Now then, what does it cost for the transportation of mail ? 
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Mr. Harris. You mean 90 cents a plane-mile is the same as $2.80 
a ton-mile, or $2.86 a ton-mile / 

Mr. Heacockx. No; I am referring to the fact that Alaska Airlines 
and the Pacific Northern, whose mail rates have been set on the Se- 
attle-Anchorage segment, one of them was set at 90 cents a plane- 
mile, and this figure that we have here which is a ton-mile figure 
would be much more. 

I have here the cost for the fiscal year 1950—July 1, 1950, through 
June 30, 1951—in which the total operating revenues per ton-mile 
for Northwest Airlines is shown at 69 cents; the total operating ex- 
penses are 57 cents, making, of course, for a substantial profit Which 
is paid out of mail pay, which I will later tell you is an overpayment 
of over $10, 350, 000. 

For the purposes of the northwest Alaska tariffs investigation, 
which was instituted by application of my company, figures were pro- 
vided by Northwest Airlines which showed that their costs, their total 
operating expenses on the segment between Seattle and Anchorage 
was 43.79 cents per ton-mile. 

Now, if they were paid as a foreign air carrier, the UPU rates, they 
would be getting 614 times their cost of operations, and that would be 
called compensatory pay. 

That is why I say that the bill does not do what it purports to do. 
It does not give the American people an opportunity to ae a look 
at the subsidy to see whether it is necessary or not to appropriate the 
amount of subsidy to the CAB for the paying of this subaidly instead 
of boosting the so-called compensatory rate up to the point where it 
includes subsidy ; ; it enables the international air carriers to come un- 
der the semblance of separation of subsidy, while the bill increases 
by many, many millions of dollars their pay for international opera- 
tions. 

Mr. Hinsuaw. May I ask a question ? 

The Cuarrman. Have you finished ? 

Mr. Heacock. No. I would like to say that in stating that there 
have been a $10,350,000 overpayment, that is the basis of a complaint 
which has been placed before the Board on the Northwest Airlines 
mail pay for the past 4 years. 

A statement was made here that the granting of this proposed mail 
subsidy to Northwest will be contrary to the provisions of section 404 
(b) of the Civil Aeronautics Act, as amended (49 U.S. C. 484), in that 
it will grant undue and unreasonable preference in Northwest and 
serve to subject Air Transport Associates to unjust discrimination 
and undue and unreasonable disadvantage, because it will permit 
Northwest to use this subsidy money to continue its present practice 
of transporting freight and passengers below cost, making up its 
deficit from the mail subsidy and carrying passengers and cargo be- 
tween the same points served by Air Trans sport Associates at rates 
much less than Northwest’s actual costs of operation. 

Even though the Board determines that Northwest Airlines has 
“the need” for some compensation in the form of mail subsidy, the 
amount here proposed is unduly excessive and in trust such “need” 
as may exist, must be “to enable such carrier under honest, economical, 
and efficient management” to maintain and continue the dev elopment 
of air transportation as prescribed by title 49, U. S. C. 486 (b), and 
hence any greater allowance is unlawful. 
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Now, it is our contention that the allowance was much greater than 
that permitted by law. 

If this mail subsidy pay is granted Northwest as proposed by this order, the 
stamp of approval will thereby be given by the Board to Northwest's unrealistic 
and uneconomical operation and rates heretofore charged and will be contrary 
to the provision of title 49, U. 8. C. 486 (b), which requires as a precedent to the 
awarding of this mail pay subsidy “honest, economical, and efficient manage- 
ment.” 

The courts have determined as indicated in Florida v. United States 
(282 U.S. 194, 75 L. Ed. 291) and Capital . lirlines v. United States 
(90 Fed. Supp. 926 (cert. den. 340 U. S. 875, 95 L. Ed. 656) at pp. 930 
931), that the act, with its regulatory provisions, is not intended to 
underwrite profitable operation of a carrier's business, any more than 
statutes imposing regulation of public utilities are intended to insure 
them a net revenue. 

To get down to the meat of our statement here on this $10,000,000, 
we state: 

Wherefore Air Transport, for the reasons above set forth, respectfully requests 
the Board (1) to deduct from the proposed allowance of $14,224,000 mail subsidy 
(a) the sum of $8,382,484, covering excessive and unwarranted payments during 
the calendar years 1949 and 1950 as set forth in paragraph 20 hereof, consisting 
of $5,171,416 of subsidy in excess of need, and $3,211,022 representing unnecessary 
losses on freight, express and nonscheduled operations ; (b) the sum of $1,991,- 
5728S, representing an amount of unappropriated surplus which Northwest dis- 
tributed as dividends on preferred stock when the only source of available sur- 
plus was mail subsidy pay. 

That is a total of $10.874,000 which we claim was paid in excess of 
the amount permitted under the Civil Aeronautics Act of 1938. 

There are many more such cases, but I will not bring them before you 
at this time, unless you want to hear me especially ; but I would like to 
say that we who are directly in the business of air transportation can 
show you what costs are. 

As an example, the 16 scheduled airlines during the year 1950 had 
the cost of 45.67 cents per ton-mile as an average for the 16 and the 44 
large irregular air carriers had costs averaging 30.64. 

Now, there is a rough idea of what the cost to transport the mails ts. 
You have the schedule here that starts at 45 cents and proceeds up to 
S1.80, with no restriction as to what ¢ arrier would get which schedule; 
it is a continuation of the system under a different guise of what we had 
before, for, unless the statement is very clearly mi: ade that this must be 
based upon full allocated cost, plus a fair return, the language of S. 
136 will not be restrictive at all. It will merely be a basis upon which, 
us we have found out in looking at the language of the act in other 
places such as “honest, economical, and efficient management,” is the 
precedent for mail pay. 

If the language can be stretched by the Civil Aeronautics Board in 
favor of the carriers, it will be, and has been stretched, and we claim 
it has been stretched here in the case of this Northwest case to the 
extent of $10,350,000, which we will carry through the courts. 

Mr. Harris. Will you give us those costs again ¢ 

Mr. Heacock. The average cost of the 16 scheduled airlines carry 
ing packages, freight and mail 
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Mr. Harris. The operations / 
Mr. Heacock. Averaged through the entire 16 is 45.57 cents a 
ton-mile. 
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The average for the nonscheduled carriers was 30.64. 

The CHairMan. It is now 12 o'clock, and I think we will have to 
adjourn until 2 0’clock. Can you be here then / 

Mr. Harris. How much more time will it take you to conclude, Mr. 
Heacock ¢ 

Mr. Heacock. Well, I would not want to presume upon vour time 
any more. I would like to invite a few questions, because L think | 
can substantiate—— 

Mr. Harris. How much more of a direct statement do you have / 

Mr. Heacock. I can substantiate anything I have said here. 

Mr. Harrts. How much more time will you require ¢ 

Mr. Heacock. I have additional material here, quite a bit of it. 
and I would have hked to have gene into it if you had had more time 
here. However, if you would like to close, after a few questions to 
ie—— 

Mr. Harris. I was interested to know whether vou could conclude 
your testimony and not have to come back. 

(After informal discussion off the record the following proceedings 
were had :) 

Mr. Heseitron. Do you think what you have will be helpful to the 
committee on this problem, which you do not want to take the time 
to give us now, but would like to put into the record 

Mr. Heacock. Yes. sir. 

Mr. O'Hara. Mr. Chairman, I would like to have an opportunity 
to see it, because I would like to have an opportunity to address some 
questions to the witness on the material. 

Mr. Hesertron. Mr. Chairman, it has been the practice of this com 
mittee to let any witness extend his testimony in the record where it 
would save the time of the committee. 

Mr. O'Hara. That is true. 

Mr. Hesevron. To a witness who has been courteous « nough to sug 
gest that he does not want to prolong his statement, we have permitted 
him to extend his remarks in the record. 

The Carman. That is what I thought. 

Mr. Hesevron. I do not think we want toapply a different rule now 

Mr. O'Hara. Mr. Chairman, in the light of the testimony of the 
witness I would still like to examine him as to the statement that he 
has made and on any evidence that he might want to submit. IT would 
like to know the foundation for it. I think it is quite important to us. 

The Cuateman. We will have to bring him back. We cannot go 
on now, 

Mr. OHara. Tunderstand that he can come back. 

Mr. Heacock. I can be here. 

Mr. Hinsnaw. Mr. Chairman, let me offer this table which Mr. 
Redding said he would prepare for the record and have it inserted in 
the proper place in his testimony of a couple of days ago. 

The Cuamman. Without objection it is so ordered. 

(The table appears on p. 20%.) 

The Cuamman. The committee will stand adjourned until 10 
o'clock Monday morning. 

(Thereupon, at 12:02 p. m., the committee adjourned to meet Mon- 
day, March 31,1952, at 10a. m.) 
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MONDAY, MARCH 31, 1952 


Hovse or RepreEsSENTATIVES, 
CoMMITTEE ON INTERSTATE AND Foreign COMMERCE, 


Washington, D. C. 


The committee met, pursuant to adjournment, at 10 a. m., in room 
1334, New House Office Building, Hon. Robert Crosser (chairman of 
the committee) presiding. 

The Cuairman. The committee will be in order. 

Mr. Heacock will take the stand to continue his testimony. 

Mr. Hesevron. Mr. Chairman, may I make a request? I received 
from R. L. Gilpatric, Under Secretary of the Air Force, today a reply 
to my letter of March 24. I would like to read two paragraphs from 
that letter and have the letter inserted in the record. He says: 


The Department of Defense would prefer that “any certificated air carrier” 
be made eligible to apply for subsidy. If mail pay is to have an actual service 
or use basis there would seem to be no reason to relate separate subsidy payments 
to the carrying of mail. 

The Department of Defense has a twofold interest in defense requirements 
concerning civil aircraft. These requirements are for passenger and light 
cargo aircraft and heavy cargo transports. It is the opinion of the Department 
of Defense that it would be inconsistent to deny the Government the possibility, 
if desirable in the national interest, of subsidizing operators of heavy freight 
aircraft requiring little conversion for military use. The requirements of 
passenger and freight traffic are both important to the military program. 


(The entire letter follows :) 
DEPARTMENT OF THE AIn Force, 
OFFICE OF THE SECRETARY, 
Washington, D. C., March 28, 1952. 
Hon. JoHN W. HESELTON, 
House of Representatives. 

Dear Mr. HeEsevron: Thank you for your letter of March 24, 1952, requesting 
the views of the Department of Defense concerning the eligibility of air carriers 
to apply for subsidies. 

The Department of Defense would prefer that “any certificated air carrier 
made eligible to apply for subsidy. If mail pay is to have an actual service or use 
basis there would seem to be no reason to relate separate subsidy payments to 
the carrying of mail. 

The Department of Defense has a twofold interest in defense requirements con 
cerning civil aircraft. These requirements are for passenger and light cargo air- 
craft and heavy cargo transports. It is the opinion of the Department of Defense 
that it would be inconsistent to deny to the Government the possibility, if de- 
sirable in the national interest, of subsidizing operators of heavy freight air- 
craft requiring little conversion for military use. The requirements of passenger 
and freight traffic are both important to the military program. 

It is a pleasure to be of service to you, and I hope you will not hesitate to 
call on me if I may be of further assistance to you. 

Sincerely yours, 


be 


_ 
a 


.. L. GILPATRIC. 
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STATEMENT OF AMOS E. HEACOCK, PRESIDENT, AIRCOACH 
TRANSPORT ASSOCIATION, WASHINGTON, D. C.—Resumed 


Mr. Heacock. Mr. Chairman and gentlemen of the committee, my 
name is Amos FE. Heacock and I am president of the Aircoach 'Trans- 
port Association which represents the independent nonsubsidized air 
carriers. 

Gentlemen, S. 436 is a fraudulent approach toward separation of 
subsidy. The original 8. 436 was backed by my organization and the 
Vast majority of all witnesses before the Senate Interstate and Foreign 
Commerce Committee. However, S. 436 was amended, after these wit- 
nesses testified, to make it an entirely different bill except for the 
number. S. 436 purports to separate subsidy from air-mail pay. It 
dloes not do so. 

The supporters of separation of subsidy as an essential reform in 
the interests of the taxpayers propelled this legislation into position 
for favorable action. However, the bill substituted in the guise of 
amendment provides no foreseeable relief for the taxpayers. Instead, 
additional millions of dollars are authorized in strictly class legisla- 
tion fora few large corporations certificated for foreign air transporta- 
tion. This has been done by the extremely questionable device of pro- 
viding that our international carriers must be paid rates not less than 
paid to foreign air carriers. As the rate paid to foreign carriers is 
established by international convention of the Universal Postal Union 
at the rate of 32.86 per ton-mile, this device forces the Postmaster 
General to pay this rate to our international air carriers. This, then, 
would be the “compensatory” rate for our closed group of interna- 
tional air carriers even though it may be 2 to 61 times the fully dis- 
tributed actual cost per ton-mile of the carirer receiving payment. 

In addition, the bill provides for payments to domestic air carriers 
of flat rates of 45 cents, 60 cents, 75 cents, 90 cents, and S180 per ton- 
mile to five classes of air carriers. However, there is no requirement 
that an air carrier whose costs are under 45 cents per ton-mile, for 
example, could not be placed in the classification of air carriers which 
receive 75 cents per ton-mile. Full freedom is given to the Civil Aero 
nautics Board to establish additional clasifications and rates of mail 
pay. The sole limitation upon these rates is in the vague wording that 
they must be set at a “fair and reasonable level.” 

The only language purporting to tie rates to costs is in paragraph 
 (c) at the top of page 4 of S. 436. However, this “cost language” 
applies only to fixing “different rates.” and the “rates so revised shall 
he based upon the experienced costs” and “upon projected costs.” 
Under this weak language it would be extremely difficult to go into 
court and prove that rates set at two or three times the costs of the 
services were illegal. 

The language found on page 3, lines 5 to 11, of the bill, and repeated 
elsewhere in the bill, will eventually cost the taxpayers millions of 
dollars : 


Such payments shall be made by the Postmaster General from funds appro- 
priated for the transportation of mail by aireraft, and he shall not delay mail 
or withhold mail from an air carrier because the rate for the transportation of 
mail payable to such carrier may be higher than the rate payable to a competing 
air carrier. 
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Not only does this prevent the Postmaster General from effecting 
millions of dollars savings by placing the mail aboard more efficient 
and more economical certificated mail carriers, but it will prevent him 
from contracting for movements of mail in plane-load volume with 
certificated freight carriers and noncertificated air-coach and cargo 
arriers. This means that he could not take advantage of rates as low 
as 20 cents to 50 cents per ton-mile and instead would have to pay from 
45 cents to $1.80 or any other rate set by the Board for domestic trans- 
portation of the mails. 

For foreign transportation, of course, the “compensatory” rate of 
$2.56 per ton-mile must be paid unless the Universal Postal Union 
changes its rates. Thus, the 4 percent of the international movements 
of mail that are made by foreign air carriers would force the Post- 
master General to pay this exceedingly high rate to our certificated 
international air carriers. This would be true even though nonsub- 
sidized, independent air carriers could provide rates as low as 45 cents 
per ton-mile. 

S. 456, therefore, although termed a separation of subsidy bill, 
actually provides for the hiding of huge amounts of subsidy in the 
so-called compensatory rates. In view of this fact, I believe I am 
not only justified but compelled to state, as I did at the beginning 
of this presentation, that S. 436 is of a fraudulent character because 
it does the opposite of what it purports to do. 

The language, “fair and reasonable,” enables the air carrier to peti- 
tion for a rate which greatly exceeds its costs. It may, for example, 
attach an unreasonable “value of service” to such unmeasurable factors 
as the value of the so-called priority extended to the mails and the 
cost of the trips it may claim to have been necessary to run at a loss 
to meet mail schedules. The priority afforded the mail is largely 
fictional as the Postmaster General can give evidence of large quan- 
tities of mail which have been refused by the air carriers. Neverthe- 
less, the Board would be under the disability of having to prove in 
each rate case that the rate requested by the petitioner was not “fair 
and reasonable,” terms which are, to say the least, not precise. 

The unwarranted grab of the international carriers is contained in 
the words on page 8, lines 3 to 5, that the rates for foreign air trans- 
portat ion 
shall not be less than any rates paid by the United States te foreign carriers for 
Similiar service 
This is followed by the wording prohibiting the Postmaster General 
from withholding mail from an air carrier in order to ship it at a 
lower rate. 

On page 10 the special privileges of the Club Sixteen, the favored 
monopoly which has been preserved since the Civil Aeronautics Act 
went into effect in 1938, are continued by the restriction of subsidy 
payments for essential air transportation to “any air carrier holding a 
certificate authorizing the transportation of mail by aircraft.” Of 
course, this language also includes territorial and local service lines, 
but the original 16 trunk lines still maintain the grip of a cartel upon 
our trunk-line air-transportation system. 

In addition, this trust is given exclusive access to “new and improved 
types of commercial aircraft” which may be introduced via the sub- 
sidy method. This is a clever device to prevent nonmail carriers and 
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noncertificated carriers from obtaining equipment which otherwise 
might be made available to them in the interest of national defense. 
It is an attempt to indicate legislative intent, not to separate subsidy 
from the act of carrying the mails, but to perpetuate an existing 
monopoly and prevent access to new equipment by the nonsubsidized 
air carriers. 

This provision of the bill prevents the rapid expansion of a civil 
airlift reserve for national defense through an air merchant marine 
bill oran airlift preparedness bill such as is supported by our associa- 
tion. The bill is thus aimed at blocking the principal legislative 
ambition of our competing association of nonsubsidized carriers which 
will be covered later. The subsidized air carriers want to be able to 
point to this language to indicate that it is the legislative intent that 
such benefits and new equipment should be afforded exclusively to air 
carriers certificated to transport the mails. 

The provisions of page 12 of the bill providing for 5-year and 3-year 
contracts with certificated mail carriers is exceedingly undesirable. 
These contracts would also deny the Postmaster General freedom of 
netion to save the taxpayers millions of dollars by contracting with 
other air carriers at lower rates. 

At this point it might be asked, “What is the necessity for closely 
defining ‘compensatory’ mail pay in a wi Duane of subsidy bill? 
Shouldn’t all such details be left to the judgment of the Civil Aero- 
nautics Board?” My answer is that the precise definition of “compen- 
satory” mail pay is a grave legislative responsibility that can not 
properly be shifted to the Board. Over half a billion dollars of mail 
pay has been expended by the Postmaster General for the transporta- 
tion of mail since 1945. 

If past experience may be a guide to what may be expected in the 
future, careful definition of “compensatory” mail pay will save the 
taxpayers millions of dollars each year. At present, mail pay is 
granted under the language : 
the need of such air carrier for compensation * * * under honest, economical 
and efficient management to maintain and continue the development of air 
transportation to the extent and of the character and quality required for the 
commerce of the United States, the postal service, and the national defense. 

“Need” and “honest, economical, and eflicient management” are both 
required under the present law as conditions and limitations upon the 
amount of mail pay that may be granted. 

Broad as these requirements are, it is my contention that the require 
ments have not been met in the awards of air-mail pay. If stretching 
of the language to authorize more mail pay than is permitted by law 
has occurred in the past, then it is reasonable to assume that stretching 
of language to the detriment of the taxpayer and to the benefit of the 
air carrier will occur in the future if the language is not tightened up. 

An example of how this overpayment can occur was given last 
Friday. The allegations were taken from Objections of Air Trans- 
port Associates, Inc., to rates proposed in Civil Aeronautics Board 
Orders, Serial Nos. E-5838 and E-6077 in Docket No. 2539, et al. 
Air Transport Associates contended that $5,171,416 was profit awarded 
Northwest Airlines which was subsidy in excess of need. In addi- 
tion, $3,211,022 represented unnecessary losses from freight, express, 
and nonscheduled operations. It was contended that these losses did 
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not constitute necessary lossses under honest, economical, and efficient 
management because the unnecessary losses were due to management's 
quoting of rates and fares below Northwest's costs of operations. In 
addition, the sum of $1,991,572.88 represented an amount of unappro- 
priated surplus which Northwest distributed as dividends on pre- 
ferred stock when the only source of available surplus was mail- 
subsidy pay. The total is $10,374,010.88. 

Another example of so-called need under “Economical manage- 
ment” was the mail pay awarded Central Airlines, a local service air- 
carrier in 1949. When I claimed, before the Senate Interstate and 
Foreign Commerce Committee, that this amounted to the stupendous 
figure of $189.13 per ton mile, Chiairman Delos Rentzel of the Board 
replied in American Aviation Dail of April 16, 1951, 

Board records indicate mail pay of Central Airlines, Inc. is equal to $37.05 per 
mail ton-mile rather than the $189.13 cited by Heacock. 

However, I showed Chairman Johnson that the figure $37.05 was for 
the year 1950 and that the Post Office had to pay $189.13 mail pay 
per ton-mile in 1949. This amounted to $11 of mail pay for every 
dollar received from passenger and other commercial revenues. 

Another requirement of the Civil Aeronautics Act of 1938 that has 

been ignored is the requirement for speedy hearings on certificate ap- 
plications. You see, the Club Sixteen achieved their certificates by 
grandfather rights merely by applying for the certificates within 120 
days after the act went into effect. To provide for certificates for 
other carriers, the act provided that— 
such applications shall be set for public hearings, and the authority shall dis- 
pose of such application as speedily as possible. 
Whatever applications have been disposed of, not one trunk line air 
carrier has been granted a certificate since the Club Sixteen monopoly 
was set up in 1938. As for speed, my own company, Air Transport 
Associates, has had an application for a certificate on file for 3 years 
without its being set for hearing. 

The application was amended to offer to transport the mails to An- 
chorage and Fairbanks, Alaska for $1 a year, an offer which, if ac- 
cepted, would save the taxpayers an estimated $6 million now being 
awarded to four certificated air carriers serving those points. My 
company has applied to the district court for a writ of mandamus to 
require the Government agency to act in accordance with the law. 
While the Board was apparently unable to speedily process the certifi- 
cate application, it found the time to conduct an extensive frequency 
and regularity enforcement case against my company which would 
have put it out of business last December 20 except for the timely 
stay granted by the United States Circuit Court of Appeals of the 
District of Columbia. In this way, millions of dollars of the tax- 
payers’ funds are being squandered unnecessarily. 

Another example of the stretching of the language of the law to 
the detriment of the taxpayers is the case of Alaska Airlines. This 
line was granted a certificate to take over the traffic of Air Transport 
Associates and other nonsubsidized lines between Seattle and Alaska. 
Alaska Airlines was awarded, I believe, 90 cents per plane-mile mail 
pay. This is $2,787.80 in mail pay for every round trip between 
Seattle and Fairbanks, Alaska, an amount for which my company 
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can make a profiable trip without the necessity of any supplement- 
tary commercial revenues. 

However, the certificate procedure under the law requires that the 
Civil Aeronautics Board find Alaska Airlines “fit, willing, and able” 
to perform the air transportation prior to aw: arding the certificate. 
The Board recommended Pacifiic Northern Airlines for the route be- 
tween Seattle and Anchorage, Alaska. and did not find Alaska Air- 
lines “fit, willing, and able” for a certificate for a route between Se- 
attle and Alaska. Nevertheless, the President returned the recom- 
mendation to the Civil Aeronautics Board requesting that Alaska 
Airline also be given a certificate for the route from Seattle and Port- 
land to Fairbanks. This the Board did without pausing to meet 
the statutory requirement of finding Alaska Airlines “fit, willing, and 
able.” Alaska Airlines has been a heavy drain on the taxpayers ever 
since. 

To show fitness, willingness, and ability and to meet the require- 
ment of “honest, economical, and efficient management” to be eligible 
for mail pay, it would be reasonable to suppose that the organization’s 
highest expenditures for personal services would be for qualified man- 
agement. However, the records show that Alaska Airlines vice presi- 
dent. H. W. Bierds, of Anchorage, Alaska, was the highest paid exeeu- 
tive in the organization with aviation experience. He received $10,- 
000 a year, On the other hand, Alaska Airlines expended $178,782 
in 1949 and 1950 for legal services and aviation consultation. It is 
not known at this time whether the taxpayers footed this astounding 
bill out of mail pay or not. These fees for personal services in excess 
of $10,000 are listed as follows: Pogue & Neal, attorneys, Washington, 
D. C., retainer fee and legal service and expense, years 1949 and 1950 
S66.851: Peaslee, Brigham, Albright and McMahon, New York, re- 
tuiner fee and legal service and expense, years 1949 and 1950, 836.269 
M. Quinn Shaughnessey, Washington, D. C., legal services and billing 
fees, years 1949 and 1950, $48,105; Alvin P. Adams & Associates, 
aviation consultation, year 1950, $27,557. The total of these is 
S178,782. 1 

The 1951 fees are not known at this time. The Pogue of Pogue & 3 
Neal is Mr. Welch Pogue, former chairman of the Civil Aeronautics 
Board. The Alvin P. Adams of Alvin P. Adams & Associates, which 
was paid $27,557 for aviation consultation has since joined the staff 
of Pan American World Airways as a vice president. Another vice . 
president of Pan American World Airways is Russell Adams, former ; 
member of the Civil Aeronautics Board. 

Alaska Airlines lost the fabulous sum of $2,021,154.83 before mail 
pay in 1949 on an operation that involved only $3,520,939.48 of non- 
mail revenues. One might wonder what evidence of “honest. eco- 
nomical, and efficient management” existed that would influence the 
granting of a certificate to Alaska Airlines. 

The record of the United States-Alaska Service case contains the 
following from the report of Examiner William F. Cusick: 





tkebreec 


During the period between September 1946 through October 1948 Th. J. L. 
shipped a total of some 5,239,000 pounds of air cargo consigned to its job sites 
in Alaska. The bulk of these shipments totaling almost 5,000,000 pounds was 
carried in the beginning by the contract air-cargo division of American Airlines, 
Inc. and commencing in June 1947 by Alaska Airlines—— 


aha 


<a 














PAN Sg Ade ig ict 


eae 


A a WIN NA OST aD LES oie AT onerit 


AIR-MAIL SUBSIDIES 281 


Mr. O'Hara. Whom do you mean by “B. J. L.” 4 

Mr. Heacock. Birch, Johnson, and Lytle, Government contractors. 

Materials greatly in excess of the above amount were shipped via 
surface facilities. Under B. J. L.’s contract with the United States 
Army Engineers, the former was required to move its supplies over 
the cheapest available means of transportation except in cases of 
emergency. In view of the type of materials shipped it appears that 
a large amount was of an emergency nature. A review of the evidence 
with respect to the B. J. L. shipments disclosed that much of the dif- 
ficulty arose from the fact that the shipper in most instances made 
unusual demands in requesting the transportation of large quantities 
of radiators, iron pipe, millwork, mattresses, and so forth, on ex- 
tremely short notice. 

In a combined tariff protest and an unfair trade-practices protest 
filed by Air Transport Associates under the provisions of section 411 
of the Civil Aeronauties Act, Docket No. 5011, the following informa- 
tion was placed before the Civil Aeronautics Board to support a re- 
quest for an investigation : 

In addition to the above evidence, the Alaska Service case will show that a 
Mr. Dunklebarger and a Mr. Esary were “those in charge of the B. J. L. traffic 
department,” and were the witnesses before the examiner whose testimony was 
“at hopeless variance” with the testimony of witnesses for Pan American. 
It was the variance of their testimony which gave rise to the suggestion that 
some of this testimony may have been colored. Petitioner is informed and 
belieyes Mr. Dunkleberger and Mr. Esary were formerly employees of American 
Airlines’ contact cargo division at the time that James Wooten directed that 
operation which is now the subject of an antitrust suit by Slick Airlines, Inc., 
4 nonsubsidized freight line. Among other charges, Slick contends that large 
scale below-cost operations were conducted by American Airlines to drive the 
nonsubsidized air carrier out of business—at the expense of the American tax- 
payer. We next find these two individuals in the traffic department of B. J. L 
where they determine how much “radiators, iron pipe, millwork, mattresses, 
ete..” needed transportation on extremely short notice. In addition, they showed 
up as disinterested witnesses employed by a shipper (B. J. L.) to testify that 
only Alaska Airlines’ Service was adequate. It will thus be seen that this 
conduct of below-cost operations, coupled with this testimony, caused much 
money to be taken from the United States Treasury without any benefit accrn 
ing to the Government, 

Air Transport asserts upon information and belief that the foregoing facts 
show Alaska Airlines and Bireh, Johnson & Lytle participated in a conspiracy 
to monopolize and restrain commerce consisting of air transportation between 
the State of Washingron and the Territory of Alaska by these unfair competitive 
practices designed to damage, and which did substantially damage and injure 
Air Transport by depriving it of a substantial amount of air-transportation busi 
ness. This action was contrary to the Federal antitrust laws. 

Vast quantities of bulk items which are ordinarily shipped by surface transpor- 
tation were ordered shipped via Alaska Airlines because of the emergency in 
volved. The Chief of the United States Army engineers at Anchorage was 
responsible for certifying as to the emergency nature of these shipments. B.J.L 
charged the cost of Alaska Airlines’ air transportation to the Government under 
its cost-plus contract. Apparently it was not necessary to issue bids for most 
ot this movement, as the filed tariffs for common-carrier air transportation 
could legally be used. Whenever bids were required, B. J. L. apparently stil! 
ended up with Alaska Airlines as the carrier. An example of this was the invi 
tation to bid for transportation of 75,000 pounds of pipe which was to be flown 
by air from Akron, Ohio, to Anchorage, Alaska. Asa carrier serving Anchorage, 
Air Transport Associates was not offered an opportunity to bid by letter, burt 
discovered the availability of the contracts when an employee of another non 
scheduled line noted the advertisement tucked away in the want-ad columns of a 
Seattle newspaper. 

The appointed time for opening of bids was 5 p. m. one afternoon and Air 
Transport was entering a joint bid with another nonscheduled carrier. Mr 
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Esary opened the bids and informed the Air Transport Associates’ representative 
and the representative of the other nonscheduled carrier that their bid was 
apparently the low one. However, after a telephone conversation with Mr. 
Dunkleberger, Mr. Esary wasn’t so sure that Air Transport was low bidder, and 
stated the bids would have to be examined further. Advice was finally given 
that Alaska Airlines was a fraction of a cent per pound lower than Air Transport. 
Upon a protest to the Chief of Army Engineers at Anchorage, he assured Air 
Transport that the procedure had been entirely ethical. The possibility of dis- 
honesty involved in the authorization of BJL emergency shipments of radiators, 
iron pipes, mill work, mattresses, ete. is exceeded in gravity only by the prob- 
ability of dishonesty as prohibited by the Civil Aeronautics Act being involved 
in payments for south-bound movements of Alaska Airlines’ aircraft. As an 
unfair trade practice, if such revenues were in fact obtained from BJL without 
competitors being appraised of this available revenue, Alaska Airlines would 
have a tremendous competitive advantage in any secret payments for south- 
bound service. 

As it does not appear likely that there were south-bound movements of 
radiators, iron pipes, mill work, mattresses, etc. the logical explanation may be 
that Alaska Airlines secured payment upon some other basis. The Chief of 
Army Engineers may have certified that payment for both north-bound and 
south-bound transportation was necessary in view of the emergency, and that 
the carrier was entitled to south-bound revenue from the Government since 
the carrier in such emergencies could not be expected to secure south-bound 
common-carrier revenue elsewhere. Or, full payment at 8 cents per pound for 
full loads south-bound could have been received for only token shipments. If 
south-bound revenue was secured, it probably was at the rate of 8 cents a pound 
as per Alaska Airlines’ filed tariff for south-bound movements. In effect, 
therefore, Alaska Airlines could receive 23 cents r pound revenue for its 
north-bound shipments without any of its competitors, such as Pan American, 
mentioned in the Alaska Service case, or petitioner, knowing anything gbout 
it. With this knowledge of the availability of south-bound revenue limited to 
Alaska Airlines, Alaska Airlines could, as it did, monopolize the Birch, Johnson 
& Lytle shipments referred to above. 

Air Transport Associates does not assert that it has direct knowledge of such 
payments to Alaska Airlines for south-bound space by Birch, Johnson & Lytle. 
However, the Board, not Air Transport, is responsible for investigation where 
investigation is indicated for protection of the American taxpayer. Air Transport 
Associates does assert on expert information and belief based upon a detailed 
analysis of Alaska Airlines’ profit and loss statements and upon an intimate 
knowledge of its competitor's operations, that south-bound revenues for south- 
bound transportation that was not performed is indicated. Air Transport 
Associates further asserts that the doubling of Alaska Airlines’ cost of opera- 
tions from 1948 to 1949 cannot be explained by a doubling of the inefficiency 
of Alaska Airlines’ operation. A doubling of the actual costs of operation is 
not indicated. Rather, it is indicated that Alaska Airlines’ costs in 1948 were 
spread over a much greater number of revenue ton-miles by the securing of 
revenue for south-bound tonnage, whether carried or not. It is contended, 
therefore, that Alaska Airlines cannot now, nor has ever been able to transport 
freight to Alaska at 15 cents a pound without calling upon the United States 
Government for mail subsidy, or without calling upon the Government to pay 
for useless south-bound space, or without suffering a loss on its operations. Air 
Transport Associates asserts upon expert information and belief that the prob- 
able cause of Alaska Airlines’ record losses for 1949 was a change of policy of 
the Government in handling construction contracts in Alaska in the spring of 
1949 when cost-plus contracting was eliminated and the cost of air shipments 
had to be borne by the contractor under fixed bids for materials supplied to the 
job site. 

To this date no investigation of Alaska Airlines has been ordered 
by the Board. 

The above examples are evidence of the great stretching of the 
words “need” and “honest, economical, and efficient management” as 
prerequisites to the awarding of mail pay.’ As a result, the taxpayer 
has suffered dearly. As legislators it is your privilege to require that 
no looseness of language, which will result in additional tens of mil- 
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lions of dollars, perhaps hundreds of millions of dollars, unnecessary 
subsidies, be permitted in the separation of subsidy legislation that 
you will enact. 

* The Aircoach Transport Association favors the passage of H. R. 
508 without crippling amendments. We feel that while H. R. 508 
is by no means perfect, it is an honest and progressive move to sep- 
arate subsidy from compensatory mail pay. The “teeth” of H. R. 508 
exists in paragraph 2 on page 3: 

The rates determined and fixed under paragraph 1 of this subsection shall 
in no event exceed the reasonable and necessary cost of the air carrier under 
honest, economical, and efficient management, of the mail transportation services 
rendered or to be rendered, including a fair return. 

The most important change that we might suggest would be to delete 
the words “certificated air carrier” on page 4, lines 10 and 11, of the 
bill and substitute— 
any air carrier authorized by the Board to engage in interstate, overseas, or 
foreign air transportation. 

While the members of the Aircoach Transport Association do not 
desire to apply for any subsidy to transport the mails; nevertheless, 
from the practical point of view of saving taxpayers’ dollars, non- 
certificated air carrier competitive rates should be made available to 
the Postmaster General which would enable him to save public funds. 
Also, if any air services are ever required in the interest of national 
defense which cannot be covered by compensatory pay alone, we want 
to be in position to bid our lower rates to supply such services. If the 
Government partially subsidizes the design, construction, leasing, or 
sale of new transport aircraft as a means of building up a civil air- 
lift reserve for national defense, it is only right that our member 
carriers shall have access to those aircraft on the same basis as cer- 
tificated air carriers. 

There is no evidence that subsidy encourages the expansion of our 
air transportation system. On the contrary, records of expansion of 
types of air transportation disclose that the most highly subsidized 
carriers invariably retain the highest prices and the lowest rate of 
expansion. On the other hand, nonsubsidized air carriers and the 
types of air transportation that they have introduced such as air- 
coach and cargo movements, have expanded much more rapidly than 
the services of the subsidized airlines. 

I quote from my testimony before the Senate Interstate and Foreign 
Commerce Committee to establish my point. 

To save your time at this point, if I could introduce the rest of the 
statement into the record, I shall do so. 

(The balance of the statement referred to is as follows:) 

“The United States international airlines increased passenger mileage only 
9.9 percent in 1950 over 1949. The domestic trunk lines were up 18.8 percent, 
and the nonscheduled passenger-miles were up 67 percent. 

“We do not have to look far for the reason. The average price per passenger- 
mile in the international operations was 7 cents, with nonscheduled air carriers 
prohibited by Civil Aeronautics Board regulations from introducing price compe- 
tition which would lower rates. 

“The domestic scheduled lines increased at twice the rate of the international 
lines, at an average passenger-mile price of 5.5 cents. Finally, stimulated by 
the nonscheds, the domestic scheduled coach passenger-miles at about 4.25 cents, 
increased 318 percent over 1949. The nonscheds, with an estimated average of 
about 3.5 to 3.75 cents per mile, increased 67 percent. 
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“The nonsubsidized carriers in the field of air cargo have also made phenom- 
enal gains in low-vost air transportaition. They Fiying Tigers, Slick Airways, 
and the United States Airlines, formerly nonscheduled freight: operators, but 
now enjoying certificated operating rights, almost doubled their ton-miles trans 
ported in 1950 over the 1940 figure. 

“These three nonsubsidized carriers flew 70,944,568 miles of freight in 1950: 
36,390,076 ton-miles in 1949. Slick Airways, the largest of the three, gained 03.9 
percent over 149. Slick alone hauled 25 percent of the total ton-miles of «al! 
certificated carriers. 

“Against these impressive increases, the freight column of the domestic sched 
uled trunk-line carriers increased only 19.2 percent last year over WHO. They 
flew only 61.6 percent of the freight traffic as compared to 72.4 percent in 1944. 

“It is easy to predict that soon the certificated freight carriers will exceed the 
freight volume of the domestic trunk lines. “hese former nonscheds, given 
perinanent operating authority, are really doing a job of developing air trans 
portation called for by section 2 of the Civil Aeronautics Act. 

“In the international field, the dismal facts are that the United States inter 
national scheduled carriers are yielding United States flag leadership to foreign 
lines. Yes, last year United States airlines lost their lead in cargo carried 
Last year the United States lines hauled 43.4 percent of the total cargo trattic, 
which compared with 53.7 percent in 1940. 

“The United States increase in traffic was only 1.6 percent as against 53 percent 
for the foreign airlines. In contrast with this dismal picture, Seaboard sand 
Western, the only international nonscheduled all-cargo carrier, increased from 
4.5 million ton-miles in 1949 to 9.5 inillion in 1950. It is obvious that the United 
States can recover United States flag leadership merely by authorizing non 
scheduled international passenger operations in combination with cargo opera 
tions as in the Alaska traffic. 

“Civil Aeronautics Board discouragement of international operations by irreg 
ular carriers is the greatest factor in losing ground to foreign carriers in both the 
passenger and carge fields. Passenger traffic is prohibited for nonscheduled 
carriers in international operations. 

“In addition, cargo operations such as those of Seaboard and Western are 
discouraged by proceedings instituted by the Board to revoke their letters of 
registration for alleged foreign transportation of persons in Common-currier 
operations and for frequency and regularity. 

“While the Bourd entered a cease-and-desist order instead of the more drastic 
penalty of the revocation of Seaboard’s operating license, neverthless interpre 
tutions of frequency and regularity to preclude twice-a-month operations to 
Geneva, Switzerland, for example, is the kind of harassment that is losing our 
eurgo lead to foreign carriers.” 

By now it is apparent that the Aircoach Transport Association disapproves 
of the operating subsidy approach to the encouragement and development of air 
transportation. It hus an alternative plan to propose which is stated on pages 
129 and 130 of the Senate Committee on Interstate and Foreign Commerce hear- 
ings. 

The Cuamman. Are there any questions! Tf not, we thank vou, 
Mr. Heacock. 

Mr. Heacock. Thank you, Mr. Chairman. 

The Cuamman. Now, Mr. Drysdale. 


STATEMENT OF R. M. DRYSDALE, JR., EXECUTIVE VICE PRESIDENT, 
FEDERATION FOR RAILWAY PROGRESS, WASHINGTON, D. C. 


Mr. Dryspave. My name is R. M. Drysdale, Jr. I appear here as 
executive vice president of the Federation for Railway Progress, with 
offices in the Railway Progress Building in this city. 

Mr. Chairman and members of the committee, out of deference to 
your monumental patience in these hearings which were scheduled to 
go one for 1 or 2 days and now have gone on for about a week, [ am 
going to summarize my statement, if I may. 

Mr. O'Hara. Would you like to have it placed in the record 4 

Mr. Dryspate. 1 would like to have it placed in the record. 
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The Federation for Railway Progress was established over 5 years 
ago as a national association to represent the people who own the 
American railway industry and hold its securities as well as shippers, 
passengers, employees, makers of railway equipment and the general 
public. Let me emphasize, therefore, that it is not as the representa- 
tive of carrier management that I appear here today but rather for 
the people who own and operate our railway transport system and 
those who use and depend on it. , 

There are millions of these people and they are vitally interested, 
primarily as taxpaying citizens, in the bills you are considering to 
eliminate subsidies from the air-mail payments the Post Office makes 
to airlines. Along with most other Americans they are being called 
on to pay steeply increased taxes to provide for the needs of our 
Armed Forces. They feel the time is past when they should have to 
pay taxes to support direct subsidies to private businessmen who own 
and operate airlines in competition with railroads. 

In this connection it is strange that as a people we seem to seek out 
and elect the outstanding leaders in the community, fellows who are 
the most intelligent, send them down here to Washington to guard 
our liberties and then they seem to vote to make us pay more taxes. I 
appreciate that you gentlemen are concerned with the problem of 
mounting taxation. I hope you won't consider me naive therefore if 
I point out one small area in the large bill for Government in this 
country where you can make a constructive effort to cut down, and that 
is right here. 

Now, the people I represent feel that the best and easiest way to put 
an end to these air-mail subsidies is to make the law governing the 
establishment of air-mail pay comparable to that governing railway- 
mail pay as administered under the Railway Mail Pay Act. This issue 
I think you have narrowed down here very, very nicely. I have fol 
lowed these hearings and have a great deal of admiration for the 
objectivity and earnestness and thoroughness with which you gentle- 
men have tackled this problem. 

You have come down to the issue, how you are going to write the 
language of the bill, and the issue which the Post Office Department 
raised, shall they have control over routing the air mails or shall it 
be left in the hands of the CAB and the airlines / 

Now, I want to raise the third and I think the fundamental issue, 
are we going to continue to spend our money to subsidize a handful 
of private businessmen / 

The Cuatmman. I did not hear that last. 

Mr. Dryspate. Are we going to continue to subsidize a handful of 
private businessmen / 

We are talking about CAB. They throw a lot of figures in the air, 
Mr. Chairman, and they seem to intrigue everybody. So TI will use 
the figures they have developed in the last 6 months. 

They feel they are going to spend some $27 or $28 million in fiseal 
1952 to subsidize, direct subsidies over and above the cost of carrying 
the air mail, a handful of businessmen. The total assets of the feeder 
airlines, which would take up the bulk of that $27 million—S20 mil 
lion, to be exact—is only $11.5 million, so they are going to be paid 
in 1952 almost twice the amount of money that they have on their 
books. The other 87 million goes to another handful of airlines that 
combined will do $200 million worth of business in 1952 or are esti 
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mated to do it. The taxpayer has to give these fellows another $7 
million amounting to about 314 percent of their total operation. 

Why they can’t produce this $7 million out of their own pockets at 
a time like this is the thing that troubles the people who own and 
operate the railway transport industry, which staggers you with the 
deficits they pile up every year, and they don’t come down here to 
ask you to make them up. They have been losing a half-billion dol- 
lars a year for the last 4 or 5 years. That comes out of the pockets of 
the people who pay the freight bills in the end. 

Over at ICC today the railroads are asking for another freight-rate 
increase. Part of that increase has to go to pay for the mounting 
deficits in their passenger department. That deficit is incurred not 
only by the failure of the railroad industry to modernize its equip- 
ment but it is incurred also because of the competition of people sub- 
sidized by the Government. That is just the thought I want to leave, 
that you have here a total package of $20 or $30 million that you are 
going to spend on literally 20 to 30 people or businesses, and I cannot 
see, nor can the people x Se I represent see, that it is of such over- 
riding interest to the public, national defense, Post Office Department, 
or our commerce, that they should continue to receive these subsidies 
when they are used in direct competition with an industry which pro- 
vides 97 percent of the troop movements of our country and trans- 
ports two-thirds of the commerce of our country, 

The only other issue I want to remind you about, sir, is that in 
considering this bill which the Senate has sent up they have left in 
that very vulnerable language that requires the Post Office Depart- 
ment not to withhold mail because the fellow going out ahead or be- 
hind has a cheaper rate. That is, in effect, if it costs 45 cents a ton- 
mile, as established after good honest adversary proceedings, to carry 
mail from Washington to Chicago, to pay somebody else 53 cents or 
75 cents a ton-mile is another way of subsidizing him. 

Therefore, in writing any bill that eliminates the subsidies paid to 
domestic air lines, I recommend to your consideration first, that you 
study the language of the Railway Mail Pay Act, which has broad and 
fair and workable standards for arriving at an honest and fair air 
mail rate. 

I appreciate that, having watched the CAB spend about almost a 
half-billion dollars of our taxpayers’ money fostering air lines, there 
is a reluctance on the part of the Senate and this group here to give 
them carte blanche authority in setting air-mail rates, especially when 
under the same legislation you are going to give them authority to 
come before you for appropriations for subsidizing the air lines over 
and above their air-mail rates. However, for your purposes I rec- 
ommend the language that is used in the Railway Mail Pay Act as 
the one that will in the end be most workable and most reasonable to 
all concerned. 

In the second place, I think any language in the bill requiring the 
Post Office Department to continue to ship mail on carriers, regardless 
of the rate, is just writing a subsidy right back in the bill again. 

Thirdly, when you consider that you are talking about twenty-five 
to thirty-five million dollars a year being paid to 20 to 25 private 
companies whose assets are not over $15 million, it is staggering and 
just does not made sense at a time like the present. 
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I do not question the contribution of air transport to our com- 
merce, but our history has shown that the fellows who contribute most 
to our economy and our defense in the end are those who stand on 
their own two feet and deliver the goods in the free market. 

I want to thank you for your indulgence in letting me appear here. 

The Cuairman. Mr. Rogers. 

Mr. Rogers. Mr. Chairman, I have just one question. At the top 
of page 2 you make this statement : 

They feel that the best and easiest way to put an end to these airmail subsi- 
dies is to make the law governing the establishment of airmail pay comparable 
to that governing railway pay as administered under the Railway Mail Pay Act. 

What do you mean by that / 

Mr. Dryspace. Under the law governing the railway mail pay, 
written in 1916, I believe, the Interstate Commerce Commission is 
required to pass on railway mail rates. The guide that Congress set 
up was that these rates should be “fair and reasonable.” Those are 
the words that they used, Mr. Rogers. In administering that act 
the Interstate Commerce Commission, as I think the gentlemen from 
the Post Office Department have very ably presented to you, have 
gone into this cost business and considered all sorts of other factors, 
factors that are important in passing on rates for transportation such 
as competition, load factors, volume of traffic, regularity of move- 
ment, and as the Post Office Department pointed out, they have come 
up in most cases with rates that are below what even the Interstate 
Commerce Commission claims to be fully distributed cost. 

In other words, by writing rigid cost standards into legislation of 
this nature I think you are in effect saying it is going to be cost-plus, 
and you know what disastrous results that leads to over the long run. 

I believe firmly that if these rates are administered by a body like 
the Interstate Commerce Commission that knows what it is talking 
about after 67 years looking after transport rates, you will have no 
trouble in getting a fair and honest rate for carrying the mail that 
represents the cost of car rying the mail. 

Mr. Rogers. You think the ICC can do it better than the CAB? 

Mr. Dryspate. The ICC did it between 1934 and 1938. I cannot 
see any reason, personally, why there should be two different regu- 
latory bodies regulating the rates of these common carriers. Trans- 
portation is transportation, sir. You are moving stuff from A to 
B, people or cargo. The air transport boys will find all sorts of 
funny things that go on in air transportation, but it is basically the 

same thing. I think eventually vou are going to come to one regu- 
latory agency: that the legislation should be today geared to fit that 
situation Which is around the corner 

The Cuarrman. Mr. Harris. 

Mr. Harris. On that one point I wanted to inquire if you felt that 
the ICC should also have authority to determine the rates paid to 
surface carriers, I mean ships / 

Mr. Dryspate. They have the authority, as I understand it, Mr. 
Harris, to determine the rates paid to domestic water carriers. When 
vou get into the area of foreign commerce with other nations, where 
something besides our own domestic commerce is involved and the 
Maritime Board which administers ocean shipping rates in effect does 
not sit as an ICC; there is no adversary proceeding, as I understand 
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it, between the shipper and the carrier in setting ocean rates. It is 
done by a conference system or has been done. That has been at- 
tacked, as I understand it. The Supreme Court has handed down a 
decision which undercuts this conference system. But the maritime 
rates are set chiefly by the buyer and seller of transportation and 
they file that with the Maritime Board for information only and they 
keep an eye on them. 

Mr. Harris. Do you mean that our domestic shipments should be 
considered in a different light or a separate light from our overseas 
or international transportation / 

Mr. Dryspate. There are other things involved in international 
transportation which I am not expert on, but I am willing to admit 
you have competition with foreign governments. 

Basically, I would say, in answer to the question raised by this legis- 
lation, that if you are going to set compensatory air mail rates, ‘the 
same standards for setting the compensatory rates apply to flying 
across the Atlantic Ocean as flying across the animal of the United 
States. 

Mr. Rogers. You would have no objection to CAB fixing the rates 
provided they follow the same philosophy / 

Mr. DryspaLe. That is it exactly. 

The Cuatrman. Mr. Dolliver. 

Mr. Douuiver. Mr. Drysdale, in order to get my own mind clear 
about this, is this Federation for Railway Progress an entirely dif- 
ferent organization than the American Association of Railroads? 

Mr. Dryspae. Yes, sir. 

Mr. Dotuiver. It is headed up by Mr. Robert Young / 

Mr. Dryspate. Mr. Robert Young is the chairman. 

Mr. Dotiiver. You are the executive vice president, which means 
you are the operating head of it; is that correct ? 

Mr. Dryspate. That isa fair statement. 

Mr. Dotutver. Your office is here in Washington / 

Mr. Dryspae. I have an office here in Washington: ves, sir. 

Mr. Douiiver. How many railroad organizations do you claim to 
represent / 

Mr. Dryspatr. I do not claim to speak for carrier management as 
such at all. We represent principally the people who own the shares 
of railroad companies and their securities. 

Mr. Do.iiver. You come in here in an entirely different frame of 
mind than the carriers represented in the American Association of 
Railroads ? 

Mr. Dryspate. I like to think so; yes, sir. 

Mr, Dotuiver. At any rate that is your sentiment about it? 

Mr. Dryspate. Yes, sir. 

Mr. Dotiiver. Now, I am sure you will recognize that the purpose 
of this legislation is not to fix rates; it is merely to separate the subsidy 
from the cost of transporting this mail. You recognize that, do you? 

Mr. Dryspate. Unfortunately, I recognize that is the purpose to 
which you have limited it, just to separate the subsidy from the cost. 

Mr. Dotuiver. I take it from your remarks here, in lieu of your 
statement, which I have not had an opportunity to read, of course, 
that you want to go very much further than that. You want to fix not 
a = compensatory rate; you want to fix a fair and reasonable rate, the 

same as is done in the Railway Mail Act. 
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Mr. DryspaLe. And then stop there. 

Mr. Dotiiver. And stop there. 

Mr. Dryspate. And not pay out even $25 million to subsidize 20 
airlines. 

Mr. Douuiver. In other words, you want to go further than the 
separation of air-mail pay. You want to stop the subsidies to the 
air-mail lines for the reasons you support. 

Mr. Dryspate. That is right. 

Mr. Dotiiver., So your suggestion goes far beyond the original in- 
tent of this legislation we are considering: is that correct ¢ 

Mr. Dryspave. If it goes far bevond the original intent, I don’t 
think I have to apologize for suggesting that $25 million is an item to 
be considered in our budget. 

Mr. Dotuiver. I am not trying to castigate you for your sentiments. 
Tam merely trying to find out what they are. 

Now, under the Railway Mail Pay Act the standard for payment 
isthe fair and reasonable return / 

Mr. Dryspaue. Yes, sir. 

Mr. Dotiver. Of what components does that “fair and reasonable 
return” consist 4 

Mr. Dryspare. I am going to refer to the record here where the 
Post Office Department representative, an able lawyer who represented 
the Post Office Department in the most recent railway mail pay case, 
described to you, as IT recall his testimony now, that such things as 
the regularity of the mail, the absolute assurance—not absolute but 
99 percent assurance—you are going to get it without going around 
and soliciting it every week, the volume of mail as it moves, giving 
you an opportunity to set up schedules: all these things, I am sure, 
must come into the minds of the ICC as they fix the rate. 

Mr. Doxitver. Now, what is the fact about the rates fixed by the 
Interstate Commerce Commission? Are they a uniform ton-mile 
rate all over the country 4 

Mr. DryspaALe. They are now: yes, sir. Previously there were dif- 
ferent rates for different sections of the country. There may be some 
other gentlemen who can give you the exact word on that. 

Mr. Dotiiver. Do you know what that ton-mile rate is / 

Mr. Dryspa.r. It is not fixed on a ton-mile rate. 

Mr. Douiiver. What is the basis / 

Mr. Dryspave. It is fixed on the basis of a car-mile, and I am not 
an expert on telling you exactly. Railroads have a space problem. 
Airlines principally have a weight problem. They both have a weight 
and space problem, but we do not worry so much about the weight 
as the cubic capacity of our cars. 

Mr. Doniaver. You do not have to lift the mail car off the ground 
and get it in the air. 

Mr. Dryspae. That is right. 

Mr. Dotuiver. So there is a difference of approach that must be 
made in that respect to the two problems. 

Mr. Dryspare. Yes, sir. But it is just a unit of transportation 
approach, that is all. 

Mr. Do.utver. Do I understand now that the ton-mile rate or what- 
ever this uniform rate is, whether it is on a space-mile rate basis, ap- 
plies to the heavy tonnage between, let us say, New York and Chicago, 
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and the very same one applies to some remote parts of the country 
where there is only a small amount of mail traffic ’ 

Mr. Dryspa.e. According to the representative who testified here, 
in arriving at the rate they took the average of all the factors. When- 
ever they were considering a factor involved in this case they took the 
national average; yes, sir. 

Mr. Dottiver. So the place with the small amount of traffic gets 
the same rate as the place where there is a large amount of traffic ‘ 

Mr. Dryspae. Yes, sir. 

Mr. Dot.iver. Do you believe that that kind of arrangement would 
be effective or even possible in dealing with air mail ? 

Mr. Drysba.e. it it is possible in dealing with the railroads, which 
haul 90 percent of the mail, 1 cannot see what is wrong with it when 
you only have a handful of people to deal with. Your problem is so 
simple. 

Mr. Douitver. So you are recommending here a uniform ton-mile 
rate or whatever the basis of the decision should be, regardless of 
where the airline is or what kind of terrain it goes over or the amount 
of traffic? 

Mr. Dryspate. No, sir; I do not go that far, but I do not think you 
should have two different rates based on cost between two identical 
yg If it costs more to handle mail between Boston and Portland, 
Me., I am not going to argue with the CAB if they set a higher rate 
for that movement, than between Washington and Chicago, but when 
they set different rates between Chicago and Washington it means 
that there is a subsidy in one and that is an entirely different matter. 

Mr. Do.utver. I am glad you brought that point out. It had 
escaped me at the moment. 

Now, what is the situation about the Interstate Commerce Commis- 
sion fixing these transportation rates, do they go back and review that 
every now and then? 

Mr. Dryspate. They have the power to, I believe, but from 1928 or 
1929, for 22 years, the railroads had no increase in their mail pay rate. 

Mr. O'Hara. As I understand it, Mr. Drysdale, there was a conflict 
between the Post Office Department and the railroads, and after some 
3 years of hearings there was an increase of about 98 percent granted 
the railroads on carrying the mail. Is that correct ¢ 

Mr. DryspaLe. That is approximately correct: yes, sir. 

Mr. O'Hara. When was it / 

Mr. Dryspave. The final judgment was handed down, I think, last 
November, but it was retroactive to 1947. They had made temporary 
settlements between 1947 until that time, and the railroads now have 
been given a substantial increase, but not what they asked by any 
means. Based on railroad cost, they would have been given something 
like 140 percent more than the 1928 rates. 

Mr. O'Hara. Mr. Drysdale, you also recognize that the formula of 
cost which is laid down under the Interstate Commerce Act, the cost 
of railroad carriage of mail, is a broader formula for fixing the cost 
than it is under present law or as proposed in this legislation for 
carriage by air. 

Mr. Dryspate. Mr. O'Hara, you mean the standards in the Railroad 
Mail Pay Act are broader in setting the mail rate than those in this 
present legislation for setting the air mail rate? Yes, sir. 1 think 
they are. 
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Mr. O'Hara. And you feel that the formula which applies to the 
carriage of mail by rails should be the same as that carried by air, is 
that true? 

Mr. Dryspaue. I believe basically that they both are carrying the 
same thing. 

Mr. O'Hara. I agree. I have been of that mind for a long time, 
that they should be substantially the same. 

Now, I think you heard the Assistant Postmaster General and the 
attorney representing the Post Office, the spec ‘ial attorney, state that 
they felt the rules or the formula applied to air mail was more restric- 
tive than that which applied to the carriage of mail by the railroads. 

Mr. Dryspae. Under this legislation that you are considering now ¢ 

Mr. O'Hara. Yes: and also under present law. 

Mr. Dryspate. Under present law all they need to do is say they 
need a million dollars to stay in business and they get it. 

Mr. O'Hara. That still does not change the cost ‘fixed for carrying 
mail. 

Mr. Dryspate. That is how they get the money. 

Mr. O'Hara. They fix the cost for carrying the mail. Even under 
present law there may be an allowance for ‘subsidy. ; 

Mr. Dryspate. It is not the cost for carrying the mail. The stand- 
ard is the need of the air carrier for revenues to stay in business. 

Mr. O'Hara. In the Big Four case they certainly fixed the cost for 

carrying mail. 

Mr. oe In this latest separation. 

Mr. O'Hara. I am talking about a year or so ago when that decision 
was made. The CAB separated and fixed the actual cost of carrying 
the mail for the Big Four. 

Mr. Dryspare. They pointed out in the study they made they 
believed that the cost of carrying the mail is thus and so for different 
airlines but the law still permits them to pay any air carrier what 
they believe they need to stay in business. 

Mr. O’Hara. As I understand the Big Four decision, they were 
allowed 45 cents per ton-mile for carrying mail and that was it, there 
was no subsidy paid to those carriers. 

Mr. Dryspate. That is what they said: yes, sir. 

Mr. Douutver. I want to make this statement, Mr. Drysdale, and 
then I want to examine into your mind on it. I am one of those 
individuals who thinks we have many different kinds of transportation 
in this country, of which one and perhaps the most important is the 

rail lines. I feel it is the responsibility of the Congress to try to 
encourage the development of all proper means of transport: ition. 

Now. do you agree with that sentiment or do you take the position 
that the railroads should be the exclusive means ¢ 

Mr. DryspaLe. Not in the least. I agree with you, that the Congress 
should encourage all appropriate means of transportation. I think 
you and I will differ on how we should encourage it. though. 

Mr. Dotiiver. That is a matter of detail, but the principle | is agreed 
upon, is it ¢ 

Mr. Dryspate. Yes, sir. 

Mr. Dotuiver. That is all. 

The Cuarrman. Mr. O'Hara. 

Mr. O'Hara. Mr. Drysdale, do you take the position that in the 
interest of national defense the encouragement of the air transport 
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system or aviation is beneficial to the national defense of the country, 
is important to the national defense of the country and that due 
consideration must be given to that factor in air transport or any other 
form of transport ¢ 

Mr. Dryspatr. I believe that the national defense in the situation 
in which we have got ourselves today is a very important, perhaps 
the overriding, consideration, but I think that the same concept applies 
to all forms of transportation, Mr. O'Hara. 

Mr. O'Hara. Lagree with you. 

Mr. Dryspate. The railroads in the last war moved 97 percent of 
the organized troop movements. I understand they are doing 80 per- 
cent today. Their passenger industry which handles this movement 
loses on an average a half-billion dollars a year. If you are going to 
extend the same philosophy across the board, you are going to have 
a bill presented to you for half a billion dollars, and it is ‘the same 
fair standard of keeping up the national defense. 

Mr. O'Hara. Of course it is true, Mr. Drysdale, and properly so, 
that the railroads have come in and had how many freight and pas- 
senger rate raises in the last 2 vears ¢ 

Mr. Dryspate. I do not know the number, quite a few, but they are 
still so far under the rise in the total price level that they are really 
being squeezed. 

Mr. O'Hara. Is the average railroad still losing money, going into 
deficit ¢ 

Mr. Dryspatr. No, sir: the average railroad is not still losing money, 
but while the average manufacturing company is earning 18 to 25 
percent, while these feeder airlines you are spending $20 million on 
this year are guaranteed 7 percent, the railroads are getting 31 or 
4 percent on their iivestment. 

Mr. O'Hara. You recognize most of the subsidy goes to the small 
feeder airlines? 

Mr. Dryspae. Yes, sir. 

Mr. O'Hara. The larger airlines we have talked about receive very 
little, if any, consideration in subsidy, 

Mr. Dryspave. That is what they say. 

Mr. O'Hara. That seems to be the testimony: that is all I can go by. 
But vou do not quarrel with the fact that in dealing with this problem, 
and I think this committee has been as concerned and solicitous over 
the welfare of the railroads, the trucks, the busses—— 

Mr. Dryspaue. I acknowledge that without hesitation. 

Mr. O'Hara. As we have air. We have had the problem which is 
probably a little more heated because we get the competitors here. 
Is that not right / 

Mr. Dryspare. I am not appearing here as competitor. I am ap- 
pearing here representing over a million people who own shares and 
pay taxes on their income. 

Mr. O'Hara. You are interested in the welfare of your railroad. 

Mr. Dryspate. And also in the welfare of the people supplying 
money out of their own pockets to improve the railroad service. 

The Cuamman. Mr. Bennett. 

Mr. Bennerr. Mr. Drysdale, I would like to ask you a oe oo 
tions on this rate-formula business. Most of the witnesses, in fact 
all of the witnesses who preceded you, have said that the fonsiila 
used in the Senate bill in fixing compensatory rates is more restric- 
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tive than the formula set up in the ICC Act to regulate railway mail 
pay. 
Now, if I understand you correctly, your conclusion is just the 
reverse. You feel that the formula set up in the Senate bill here 
would give the air carrier a more favorable rate than would be the 
case if the fair and reasonable rule under the Interstate Commerce 
Coiienioniai Act were used. 

Mr. Dryspae. In answering that, Mr. Bennett, may I say I am 
not going to try to substitute my judgment here for any of the ex- 
perts sthat have appeared before me. The word you used, “restrictive,” 
I don’t know whether I understand it the same way as you do, I 
think the terms used in the Senate bill restrict the regulatory body, 
and I think that is evidenced in their so-called administrative sepa- 
ration of subsidy. They are restricting themselves in that thing to 
cost. That is generally what they are basing it on. They come up 
with this situation, that it cost ¢ ‘apital Air Lines 53 cents a reset 
to haul the mail between here and Chicago. Under that sort of bill 
they have to set the rate at 53 cents a ton- mile, whereas American hauls 
it for 45 cents a ton-mile. You get in this position where CAB has 
to get the Post Office Department to make a guaranty they will not 
discriminate against Capital or they will not get any mail. 

Mr. Bennett. Is it not true that you feel the formula set up in the 
Senate bill permits the CAB to give the carrier a more favorable 
rate than would be the case if the formula under the ICC Act, of 
“fair and reasonable,” were followed ¢ 

Mr. Dryspave. 1 think under many circumstances it almost re- 
quires them to give them the more favorable rate if they can couple 
that with this other requirement—there are two parts to this parcel. 
The other thing is that the Post Office Department cannot withhold 
mail from the fellows who have the higher cost of transportation. 

Mr. Benner. The reason you are advocating the adoption of the 
ICC mail pay rule is because you feel that vou will arrive at a figure 
that is as near to being compensatory as you will under the language 
of the Senate bill. Is that a fact ? 

Mr. Dryspaue. I am not so sure I am as interested in the compensa- 
tory nature of it as I am interested in the fair and reasonable 
nature of it to the taxpayers. If they can get transportation at 
45 cents a ton-mile between here and Chicago, why should we sub- 
siclize someone at 53 cents a ton-mile / 

Mr. Bennerr. You feel that the ICC rule of “fair and reasonable” 
will give the taxpayers a better deal than would be the case if you 
developed the formula in the Senate bill? 

Mr. Dryspare. Absolutely: ves, sir. The formula in the Senate 
bill coupled with this requirement that the Post Office Department 
not withhold the mail. That is part of the formula. 

Mr. Bennerr. What do vou think would happen to the air trans- 
port service in the country if the subsidy provisions of this legisla- 
tion were deleted entirely / 

Mr. Dryspae. By their own admission, Mr. O'Hara has just told 
you, 80 percent of the subsidy goes to 20 percent of the people. You 
are going to lose, if they cannot stay in business, about $11 million 
total assets. Mr. Tipton has testified they have put something like 
$35 million in the business. 
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Mr. Bennett. I am talking about the service. I am just trying to 
find out what you feel would be the effect on air transportation gen- 
erally in the country if the subsidy were eliminated entirely. Do you 
think the effects would be disastrous ? 

Mr. Dryspae. Definitely not. I think it would be very healthy. 

Mr. Bennett. Why do you say that? 

Mr. Dryspaue. Because you are going to take a subsidy away from 
xeople who have total revenues for a year in the neighborhood of 
$30 million, when the total revenues for the whole industry are some- 
thing like $730 million. This is projected on the CAB’s own figure for 
fiscal 1952. If that is any indication of the importance of this group, 
out of a total of 60 million ton-miles, these fellows are going to pro- 
vide something like 600,000 ton-miles. Is it disastrous to lose that, 
especially ton-miles of mail over routes that are really short routes 
where trucks and railroads probably do it just as fast? They carry 
few passengers. At one point they were paying Florida Airways $50 
a passenger. That is what the subsidy amounted to a few years ago. 

Mr. Bennerr. Do you think the areas of the country served by the 
so-called feeder lines could still be served if you paid them compen- 
satory air-mail rates and eliminated entirely the subsidy payment ? 
Would they still stay in operation ¢ 

Mr. Dryspae. I cannot answer that. I am not enough of an expert 
on air transport. All I can say is that it is in that area of small com- 
munities and infrequent service where the railroads are losing their 
shirt on passenger business. No one subsidizes them, but they are still 
providing it. Of course they have freight revenues from which to 
draw. 

Mr. Bennerr. But the railroads, as soon as the route gets unprofit- 
able, come before the ICC and ask for discontinuance of the service. 

Mr. Dryspate. They come before the local regulatory body in their 
own State and they have a great deal of difficulty getting that discon- 
tinued. For that purpose we have introduced a bill that will give the 
ICC the authority to order the discontinuance when it is a drain on 
the railroads’ revenues that affects interstate commerce. 

Mr. Bennett. I would like to see the subsidy eliminated entirely 
if that could be accomplished without disastrous effects upon the 
service that is being rendered by these feeder airlines. 

Mr. Dryspaue. As a reasonable man, Mr. Bennett, is it so all im- 
portant to our commerce that fellows that provide an infinitesimal 
percentage of just the air commerce now, not the total transportation, 
liave to come up here and get $25 million a year? Because you deal 
in billions, it does not mean that $25 million is not important. I do 
not think it would be a disastrous thing. I think it would be a very 
healthy thing. 

Mr. Benner. You feel they will still get the service ? 

Mr. Dryspate. They may not get the air service. 

Mr. Bennerr. I am asking this, if you eliminate the subsidy, will 
you not eliminate the service now being rendered by many of the 
feeder airlines? 

Mr. Dryspave. I am trying to say if they all went out of business, 
no one is going to weep bitter tears about it, because the fact that they 
have to be subsidized means that no one uses them. Even the Post 
Office Department does not use them very much according to the state- 
ment of the CAB right here. 
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Mr. Bennett. You mean not the fact that no one uses them but the 
fact that not enough people use them to make them profitable ¢ 

Mr. Dryspate. If people want to use them that badly, let them pay 
the price to use them. If communities want to be served by feeder 
airlines, let them put up the money to operate it. 

Mr. Bennerr. The Federal Government did subsidize the railroads 
originally when they first started. 

Mr. Dryspave. They gave them some land to open up the West and 
then the railroads paid them back four times over. 

The Cuarrman. Mr. Harris. 

Mr. Harris. Did I understand you to mean, then, that the large 
metropolitan areas of the country, because the volume of business in- 
volved would be sufficient to make it go, are the ones that should be 
served by air-mail service? The smaller communities in the country 
where it costs more naturally because of the lack of volume then would 
have to depend on rail, truck, such other ways as they might be able 
to get the mail. That is what I understand you to say. 

Mr. Dryspae. Yes, sir. 

Mr. Harris. In other words, Chicago, New York, Washington, 
Philadelphia, St. Louis, and so forth, should have the benefit of air 
mail, but the smaller communities should not have the benefit of 
air mail? 

Mr. Dryspa.e. I think the smaller communities will get the benefit 
of air mail more directly and more efficiently and more inexpensively 
to the Government if you do not subsidize fellows to carry a few 
pounds of mail 200 miles across the country. 

Mr. Harris. A man that lives in a large metropolitan area pays 6 
cents and he puts it on an air-mail letter. He should have the privilege 
of that service; but the man out here in the small community that puts 
the same 6 cents on should not have, is that your theory ¢ 

Mr. Dryspae. I do not say that at all. I say that the fellow in 
the small community is going to enjoy the same expedited service and 
he will get better service—— 

Mr. Harris. In other words, that means that the people in the 
sparsely settled areas should make that area more sparsely settled 
and move to the metropolitan area ¢ 

Mr. Dryspave. Not in the least. 

Mr. Harris. That would be the result, would it not? 

Mr. Dryspate. Not in the least, Mr. Congressman. You carry 
mail to these places that are only a hundred miles or so away from big 
areas today on trucks. Air mail goes out there on trucks and busses 
and railroads because it is quicker than to fly it by airplane. If we 
save some money doing that, we can improve that service so they will 
get it faster instead of slower. 

Mr. Harris. Now, you say that you are against this policy of with- 
holding mail. 

Mr. Dryspae. Yes, sir. That is part of the subsidy in this bill that 
the Senate has sent up here. I cannot see anything but a subsidy when 
you are requiring them to pay over the same route different amounts 
to different carriers. 

Mr. Harris. How long has it been since that policy was determined 
for the railroad industry ? 

Mr. Dryspate. I do not understand your question. 
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Mr. Harris. You did have at one time different rates for different 
roads and different places, did you not ? 

Mr. Dryspa.e. The original act in 1916 set up some sort of cate- 
gories, like this Senate bill, but it left this “fair and reasonable stand- 
ard” and within 2 years the Interstate Commerce Commission arrived 
at a railway mail pay decision. I am not familiar with the details of 
it, sir, but as I understand, it did not give two different railroads dif- 
ferent rates for carrying mail to the same places. It might have given 
the railroad out West more money for carrying mail between Spokane 
and Seattle on a ton-mile or whatever basis you want, but any railroad 
doing that was paid the same rate. 

Mr. Harris. That is all. 

The Cuarman. Mr. Wolverton. 

Mr. Wotverton. I was surprised to learn from your testimony that 
different rates are allowed to different and competing airline com- 
panies between fixed points, for instance, between Washington and 
Chicago. Did I understand you correctly that the American Air Line 

carries mail from Ww ashington to Chicago for 45 cents and that Capital 
Air Line receives 53 cents? 

Mr. Dryspate. Mr. Wolverton, I cannot tell you the exact status 
of the mail cases at the CAB, but as I remember, in September they 
decided what is known as the Big Four case and set those fellows at 
45 cents a ton-mile. I think they “have decided some other cases since 
then, including that of Capital and National and a few others, who 
get 53 cents a ton-mile. I am just taking the statement of the Post 
@Wflice Department that says that both American and Capital Air 
Lines can handle the mail between Washington and Chicago. One 
of them, according to CAB’s most recent sc chedule in effect gets 53 
cents a ton-mile and the other one gets 45 cents a ton-mile, if it is in 
effect. If it is not, that is what they | proposed to do. 

Mr. Worverron. Is there any comparable situation existing with 
respect to carriers of mail by rail, for instance, between Washington 
and Chicago? 

Mr. Dryspate. Not that I know of. 

Mr. Wotverton. Do the Pennsylvania Railroad, the New York Cen- 
tral and the Baltimore & Ohio all receive the same rates? 

Mr. Dryspate. Their rates are the same, sir. 

Mr. Worverron. What do you understand is the reason that is 
given in the justification for differentiating between different air car- 
riers that is not also applicable between different railroads? 

Mr. Dryspate. I cannot read the minds of the CAB and the ICC, 
but I can hazard the guess that it is this idea that we have fixed here 
that the rates for air carriers have to be based exclusively on the cost, 
and they can prove to you the cost to Capital is more for carrying the 
mail than it is for American, therefore they should get more. 

Mr. Wotverton. What is your opinion with respect to the use of the 
same language in air-mail legislation that is now before us, as is now 
the law with respect to the ICC in fixing mail rates for rail carriers? 

Mr. Dryspate. May I answer that with an “if”? If the CAB were 
to administer that sort of act as the ICC administers the Railway 
Mail Pay Act, I think the Government would save money. 

Mr. Wotverton. It is my understanding that the testimony of Mr. 
Tipton indicated that in his opinion we should or, at least could 
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properly use the same language reference to air mail as is now used 
with respect to the ICC authority to fix rail mail rates. 

Mr. Dryspate. He did, sir, and I think he gave a very good reason 
for it, that in that way you get the cost down; that if you tell a fellow 
he is going to get his cost, and that alone, plus a fair return, he has no 
incentive to get his cost down. He knows you are going to pay him 
what it costs plus a fair return. 

Mr. Worverron. Would it be a fair statement to say that the use of 
the standard that is now lodged by law in the ICC would be 
satisfactory ¢ 

Mr. Dryspate. I cannot speak for carrier management in this at 
all. I believe that in fairness to all the people who haul the mail that 
the standards that apply to rate-setting should be generally the same. 

Now, I think the Post Office Department would like to change the 
Railway Mail Pay Act a bit so they could be sure they could get their 
idea of cost across. As it has been administered, it certainly has been 
fair to the Government. 

The Cuarrman, Any other questions ? 

Mr. Becxworrn. | just want to say that I appreciate the forthright 
and enlightened statement that the gentleman has given today and 
the statements he has given in the past. He certainly evidences that 
he has given a lot of study to over-all transportation issues and 
problems. 

Mr. Dryspate. Thank you, Mr. Beckworth. It is a pleasure to 
come and appear before this committee and to watch and listen to 
your deliberations, It is most instructive and we have confidence that 
we have people who know what they are doing. 

(The prepared statement of R. M. Drysdale, Jr., is as follows :) 


STATEMENT OF R. M. Dryspae, Jk., ON THE ArR-Mar~ Surstpy BILLS 


My name is R. M. Drysdale, Jr. | appear here as executive vice president of 
the Federation for Railway Progress with offices in the Railway Progress 
Building in this city. 

The Federation for Railway Progress was established over 5 years ago as a 
national association to represent the people who own the American railway 
industry and hold its securities, as well as shippers, pusengers, employees, mak- 
ers of railway equipment, and the general public. Let me emphasize, therefore, 
that it is not as the representative of carrier management that I appear here 
today but rather for the people who own and operate our railway transport 
system and those who use and depend on it. 

There are millions of these people, and they are vitally interested, primarily 
as tax-paying citizens, in the bills you are considering to eliminate subsidies 
from the air-mail payments the Post Office makes to airlines. Along with most 
other Americans they are being called on to pay steeply increased taxes to pro- 
vide for the needs of our Armed Forces. They feel the time is past when they 
should also have to pay taxes to support direct subsidies to the private business- 
men who own and operate airlines in competition with railroads. 

They feel that the best and easiest way to put an end to these air-mail sub- 
sidies is to make the law governing the establishment of air-mail pay comparable 
to that governing railway pay as administered under the Railway Mail Pay Act. 

The airlines, with the Federal Government to help them whenever they can't 
find enough money to pay their bills, compete directly with the railway pas- 
senger industry for mail, express, and passenger business. 

I would like you to take a look at this railway passenger industry, and then 
I believe you will understand some of our problems and why we are here today. 

The railway passenger industry represents an investment by some million of 
our citizens of approximately $4.5 billion. It employs approximately 350,000 
men and women. It serves over 50,000 communities in every part of our land. 
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In 1951 it did $900 million worth of passenger business and $82 million worth 
of express business, and received $331,000,000 for carrying the United States mails. 

During World War II the railway passenger industry provided the service 
that handled 97 percent of all organized domestic movements of military per- 
sonnel. I am advised that it is handling about 80 percent of these movements 
today in support of our defense mobilization and the war in Korea. 

The railway passenger industry carries 90 percent of the mail for the post 
office. For a period of 22 years this service was provided without any increase 
in the compensation in spite of substantially increasing costs. 

Without question the railway passenger industry provides a service which is 
vitally essential to our commerce, our defense and to the postal service. And it 
does not ask assistance of any kind from the taxpayers. On the contrary, it 
finds itself required to subsidize many communities on its lines by continuing 
rail passenger service at a loss. 

Yet the industry which provides these essential services is not in a sound or 
healthy condition. In the 13 years since 1939, which include the wartime years 
of capacity operation, this industry, the railway passenger industry, piled up a 
deficit of $2.70 billion, according to the published reports of the Interstate Com- 
merce Commission. 

The people who own the railway passenger industry cannot turn to the 
Treasury of the United States to make up these huge deficits. They must turn 
instead to the far-from-adequate net operating income they earn from the opera- 
tion of freight trains. Otherwise, they would be wiped out. That is why they 
find it difficult to understand a Government policy which has required the Post 
Office Department to pay the people who own the airlines $485 million since 
1939 largely on the basis of the “need” of these owners for more money to stay 
in business and compete with railroads. This liberal Government assistance 
enabled the airlines’ owners to earn 10 percent on their investment in 1951, while 
their rail competitors in the mail, express, and passenger business suffered their 
fourth consecutive annual loss of over half a billion dollars. 

Now, you must remember that these so-called “mail payments” which we are 
discussing today form only a small part of the assistance or subsidy which 
enables airlines to compete with railroads. 

In the past 25 years the Federal Government has spent over a half billion 
dollars of public funds on a system of Federal airways. Of this amount $153 
million represents capital investment and $360 million the cost of maintenance 
and operation, which is currently running at a figure of about $53 million per 
year. The Government is now carrying out a program to invest $375 million 
more of public funds in modernizing and expanding this airway system. 

Then there is the huge public investment in airports, which at the end of 
1950 amounted to over $1.5 billion. The airlines use these airports at less than 
the cost of operating them and, of course, do not have to worry about mainte- 
nance, depreciation, amortization, taxes or interest. 

Together the airways system and the airports network represent an investment 
in transport facilities of about $1.7 billion of public funds. If interest, deprecia- 
tion, property taxes, and maintenance on this investwent are figured at the rate 
paid by the people who own the railway passenger industry, and Government 
operating costs are added thereto, it will be seen that the airlines using these 
facilities enjoy a “hidden subsidy,” quite apart from the subsidy hidden in the 
mail payments, of almost $400 million per year. This means that today when one 
of you gentlemen take a trip by air, and pay the air carrier 6 cents per mile for 
your transportation, the taxpayers are “kicking in” another 4 cents per mile 
to make your trip possible. 

That is the magnitude of the public aid to air transport, exclusive of airmail 
subsidies, and it is well to keep it in mind in considering the problem before you 
today. With this substantial “hidden” aid still available, it certainly is not 
necessary to continue to hide further aid to air carriers in the deficit riddle ae- 
counts of the Post Offiice Department. 

I believe you also should consider: what this public aid to air carriers means 
in their competition with railroads for passengers, express and mail business. 

The competition of subsidized airlines is an important factor in today’s pas- 
senger transportation market. Between 1940 and 1951 the passenger-carrying 
railreads increased their business about 45 percent, while the domestic trunk 
airlines increased their business some 904 percent. In 1940, of the combined air- 
line and railroad passenger business, the railroads handled almost 95 percent. 
In 1951 they handled only 76 percent. Railway passenger business and revenues 
have fallen off in every year since 1944, while airline passenger business and 
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revenues have increased in every year since 1939 except for a slight set-back 
in 1948. 

A recent study by the California Public Utilities Commission of the changes 
in passenger travel between Los Angeles and San Francisco from 1940 through 
1949 revealed that the railroads’ share of the total traffic—air, rail and bus— 
dropped from 65 to 32.7 percent, while air travel increased from 11.9 to 438.1 per- 
cent and bus from 23.1 to 24.2 percent. 

In 1940 the railroads handled S87 percent of the combined national air and rail 
first-class business. In 1951 their share of this business was only 50 percent. 
In other words, the airlines and the railroads are just about dividing on an equal 
basis their combined share of the first-class travel market. 

In 1949 the subsidized domestic trunk airlines, their hand forced by the smaller 
nonscheduled lines who receive no mail subsidy from the Federal Government, 
inaugurated a new service known as air coach, with fares directly competitive 
with rail coach service. 

Air-coach fares come to just under 4 cents per mile in most cases, while rail 
coach fares average about 3 cents per mile. In some cases the air-coach fare is 
cheaper than rail coach. It is easy to set a competitive rate of 4 cents per mile 
to take business away from railroads when you have another 4 cents up your 
sleeves provided by the taxpayers, and the assurance that if this is not enough, 

“your needs” will be satisfied by the Post Office Department. 

In April and May of 1949 the CAB conducted a survey of passengers using 

domestic sky-coach service and found that 21.1 percent had been diverted from 

rail coach service and 19.9 percent from first-class rail service, 41 percent of the 
business diverted from the railroads by fares and service made possible in a 
large degree by Government assistance. 

This is a serious competition. We do not mind competition, bot to the extent 
that it is based on Government assistance in the form of air-mail subsidies, free use 
of airways and a below-cost use of airports, it is not healthy or sound competition. 
And to the extent this Government-financed competition contributes to railway 
passenger deficits, it is seriously weakening our national transportation industry 

Over at the ICC right now the railroads are awaiting a decision on their peti- 
tion for an increase in the rates they are permitted to charge for hauling freight. 
Five departments of the Federal Government have argued that they should not 
be allowed to increase these rates. Yet it is only from the net operating income 
of their freight business that they can find the money to sustain the growing 
deficits of their passenger business. On the other hand, there are at least three 
agencies of the Federal Government who see to it that air carriers do not have 
to worry about deficits. 

How do you suppose this contradictory policy appears to the millions of Amer- 
icans who own rail shares or securities? Do you suppose this gives them confi- 
dence in the wisdom or fairness of their Government’ They suffer tremendous 
losses in their passenger, express, and mail business every year, while the 
owners of the airlines are now enjoying a net return on their investment made 
possible by Government assistance. 

What about the million and a quarter people who work for the railroads? Do 
you suppose they can make any sense out of a policy which in reality gives Gov- 
ernment assistance to airline workers in competing with railroad workers for 
business ? 

And the thousands of shippers, especially the small-business men of the 
country? Do you suppose they look with favor on this policy? Some of their tax 
payments are used to enable airlines to take passenger business away from rail- 
roads. Then they are asked to pay higher freight rates to offset railroad pas- 
senger deficits? 

I know you gentlemen are able to answer these questions far better than I. 
And I am sure that these hearings will produce legislation which will be at least 
a first step in correcting this patently unfair and basically unsound situation. 

You have before you several bills which purport to eliminate all elements of 
public subsidy from the payments the Post Office makes to air carriers for trans- 
porting the mails, reducing airmail payments by the Post Office to the actual 
costs necessary for this service plus a reasonable and fair return, It is true that 
these bills also provide for the continuation of subsidies to air carriers. This, 
of course, is unfortunate. I am not sure, though, that the people who are being 
called upon to pay the staggering tax bills resulting from our defense mobilization 
will look with favor on a continuation of this expensive public assistance to pri- 
vate business enterprises. For with all due regard for the value of the contribu- 
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tion to national defense made by commercial air transport, it is certainly no 
greater, either in magnitude or importance, than the contribution made by the 
railway industry, which neither asks nor expects such public assistance. 

Therefore, the most important purpose of this legislation, it seems to me, is 
to establish sound and businesslike standards to govern the compensation for 
earrying the mail by commercial aircraft. This should not be a difficult task. 

You have for your guidance the 60 years of experience which the Post Office 
Department has had in transporting mail by railroad. You have the basic Rail- 
way Mail Pay Act of 1916. And you can have the advice and recommendations 
of the Interstate Commerce Commission, which recently decided the railway mail 
pay case of 1947. 

After all, the carrying of mail, whether by airway, highway, waterway, or 
railway, is essentially a transportation problem. It should be governed by con- 
sistent standards fairly applicable to all carriers who participate in the business, 
The agency of the Government which knows most about this problem and can 
give you an objective analysis of it is the Interstate Commerce Commission. I 
suggest that you seek the views of this agency. You will recall, of course, that 
from 1934 to 1938 when the Civil Aeronautics Act was passed, if was the ICC 
which passed on the rates which the Post Office made with air carriers. 

Ask them if they believe the Railway Mail Pay Act effectively safeguards the 
public interest in the establishment of mail carrying rates. Ask them if it per- 
mits the setting of mail rates which are fair and compensatory to the carrier. 
And ask them if it allows the Post Office to make advantageous arrangements 
for carrying the mail. 

If you find that the answers to the above questions:are in the affirmative, as 
I believe you will, what could be more reasonable than to adopt the standards of 
the Railway Mail Pay Act in writing a bill to cover the compensation to be paid 
for carrying mail by air. 

The Civil Aeronautics Act of 1938 made the commercial development of air 
transport a charge on the Post Office Department. It did this by making the 
“need” of the air carrier for mail revenue in order to operate profitably a pri- 
mary consideration in establishing rates. As the report of the Secretary of Com- 
inerce to the President in December 1949, so aptly put it, “The result is in effect a 
cost-plus system of subsidies under which the carriers are virtually guaranteed 
against bankruptcy.” Under this provision you will recall that the taxpayers, 
through the Post Office Department, were even required to reimburse certain of 
the Big Four airlines for losses they incurred in the grounding of new types 
of aircraft to correct safety hazards. 

It follows, then, that all that has to be done to eliminate the air-mail subsidy 
is to restrict the air-mail pay statute to considerations of fair and reasonable 
rate standards, which will provide a fair return on the investment required. 

Fairness and common sense seem to indicate that all carriers should be treated 
generally alike in accordance with the same or similar standards in setting 
their rates for carrying mail. I can well understand your concern to restrict 
the CAB in its handling of air-mail rates to a standard narrowly limited to costs. 
After all, this agency has presided over the distribution of close to a half billion 
dollars of public tax money to private businessmen. It is only natural, now, 
when you look with dismay at the solidly entrenched private interests which 
have been weaned on this seemingly inexhaustible nursery bottle, that you should 
seek to limit the future nourishment with strict and narrow standards. I do 
not wish to question your judgment or that of the Senate, but I do believe that a 
rate making statute more closely related to the terms of the railway mail pay 
statute would better suit your purposes. 

The important thing is to be sure that under this new statute for air carriers 
you do not permit the CAB, which not only regulates air transport but also pro- 
motes it, to continue to hide subsidies in what they euphemistically call a serv- 
ice rate. S. 436 practically guarantees protection for such a policy by requiring 
the Post Office Department to ship its air mail on carriers designated by the CAB 
regardless of the rate set. If carrier X can handle the mail between points A 
and B for, let’s say, 50 cents per ton-mile, to require the Post Office Department 
to ship part of its mail by carrier Z at 75 cents per ton-mile is nothing less than 
a subsidy to that carrier. And yet that is what S. 436 in fact requires. 

But the most important issue of all, it seems to me, and one which this com- 
mittee so far has overlooked, is that of the direct subsidy provisions of all the 
bills before you. 

You have been told that from 70 to 80 percent of the air mail is handled by 
carriers who no longer receive or require a direct subsidy. Are we to believe that 
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it is necessary to spend from 830 to $40 million per year to subsidize a few car- 
riers who handle only 20 percent of the mail? The total capitalization of this 
group is only some $11.5 million, according to the reports of the CAB. Yet you 
are considering giving tax money to these private businessmen each year in 
almost double that amount to keep them in business. 

The total capitalization of the railway passenger industry, which has to com- 
pete with these people, is some $4.5 billion. It employs over 350,000 men and 
women. Its annual loss runs today at about one-half billion dollars. Would 
you consider subsidizing the people who own and operate this vital national 
enterprise ? 

This issue must be faced. You cannot run away from it. Our swollen na- 
tional budget, which threatens our freedom and our security just as much as 
foreign totalitarianism, is made up of many small items calling for special 
favors to these special interests like this handful of airline operators. These 
private businessmen already enjoy hidden subsidies of huge amounts in their 
use of publicly owned facilities. I hope you gentlemen will find the courage to 
eliminate the provision in this legislation calling for even further spending of 
our tax money in the form of direct subsidies to private interests. 

Mr. Wotverton. May I inquire for Mr. Hinshaw, who is neces- 
sarily away today, as to the intention of the committee on hearing 
Mr. Nyrop. He informed me that he was of the opinion that his 
testimony had not been finished. 

Mr. Beckworriut. He wants to reconcile some figures with him, Mr. 
Chairman, I did hear him say that the other day. I remember 
specifically what he had in mind is this: He feels there are some dis- 
parities between the figure that was heard when Mr. Redding was here 
and some figures that Mr. Nyrop had previously given. 

Mr. Wotverton. Mr. Hinshaw will be here tomorrow and I would 
like the chairman to consult with him on that subject. 

The Cuarrman. The committee will be in recess until 10 o'clock 
tomorrow morning. 

(Whereupon, at 11:50 a. m., the committee recessed, to meet Tues- 
day, April 1, 1952, at 10 a. m.) 
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TUESDAY, APRIL 1, 1952 


House or RepresENTATIVES, 
CoMMITTEE ON LNTERSTATE AND ForeIGN ComMMERCE, 
Washington, D.C. 


The committee met, pursuant to adjournment, at 10 a. m., in room 
1334, New House Office Building, Hon. Robert Crosser (chairman) 
presiding. 

The Cuarrman. The committee will come to order. Mr. Prince. 


STATEMENT OF GREGORY S. PRINCE, ASSISTANT GENERAL 
COUNSEL, ASSOCIATION OF AMERICAN RAILROADS, WASHING- 
TON, D. C. 


Mr. Prince. Mr. Chairman and gentlemen of the committee, my 
name is Gregory S. Prince. I am assistant general counsel of the 
Association of American Railroads, with headquarters in the Trans- 
portation Building, Washington, D. C. 

The railroads have long advocated the separation of air-mail pay 
and subsidy. It would appear that the principle of separation is 
no longer in controversy and that it has become accepted that there 
should be such a separation as promptly as possible. All of the var- 
ious bills pending before this committee endorse the separation prin- 
ciple but adopt different approaches to the problem. 

My purpose in appearing here is to reiterate our endorsement of the 
principle, to comment on the approach to the problem as set forth in 
several of the bills pending before this committee, and to express our 
vieWs on one or two important points that appear to be in controversy. 

So far as the establishment of the compensatory rate for the car- 
riage of air mail is concerned, we believe that H. R. 508 provides a 
proper approach in the proposed section 406 (a) (1). It empowers 
and directs the Civil Aeronautics Board to determine and fix fair and 
reasonable rates of compensation for the transportation of mail by 
aircraft and gives the Board ample discretion as to the determination 
of the method to be adopted. This would seem to me to be preferable 
to the establishment of an initial scale by legislation, as is done in S. 
436 as passed by the Senate. In one respect, however, I favor the 
provision in S. 436 over that contained in H. R. 508. In the latter 
bill it is provided, in section 406 (a) (2), that the compensatory rate 
shall “in no event exceed” the cost of the service plus a fair return, 
while in S. 436 it is provided that the compensatory rate shall be 
“based upon” cost plus a fair return. As between these two pro- 
visions, I favor the language “based upon” principally because I do 
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not see how under the mandate that the compensatory rate not exceed 
the cost it would be possible to establish final rates for the future. 

It appears to me that the Civil Aeronautics Board operating under 
such a mandate would be obliged to make periodic reviews of past 
costs to determine whether the compensatory rate had yielded reve- 
nues that exceeded the costs plus a fair return and, if so, to make a 
recovery of such excess amount. When a compensatory rate is estab- 

lished after a fair hearing, I believe the carriers—that is, the air 
carriers—are entitled to the assurance that they will not later be 
required to make a refund to the Government. 

On the other hand, I do not at all agree with the position of the 
Air Transport Association that a statutory standard to the effect 
that the compensatory rate shall be based upon the cost of rendering 
the service - ae a fair return is unreasonable or improper. Mr. Tip- 
ton in his presentation relied strongly upon the fact that the Railway 
Mail Pay Act makes no reference to costs but simply directs the Inter- 
state Commerce Commission to fix and determine the “fair and rea 
sonable rates and compensation” for the transportation of mail mat- 
ter. He also cited numerous statements by the Commission from 
mail-pay decisions which indicated that the Commission took into 
consideration other factors besides costs in such cases. One such 
quotation, from the last railway-mail-pay decision, reads as follows: 

Such costs serve only as a starting point in the determination of just and 
reasonable rates. Other factors developed in the record have been given con- 
sideration, such as the trend of wages and prices, the changes in operating 
techniques in the railway industry, the ability of the various segments of the 
passenger-train traffic to produce revenue which will contribute to the over- 
head expenses of the railways, and the influence of competition between the 
railways and the highway carriers for mail traffic. All of the above factors 
have been considered in establishing the rates prescribed herein. See United 
States v. Jones (336 U. 8S. 641). 

However, as a practical proposition, the principal issue in every 
railway-mail-pay case has been the cost of the service, and such con- 
sideration and weight as has been given to factors other than costs 
in- such cases has led to results quite different from those that Mr. 
Tipton apparently has in mind in trying to get away from basing 
compensatory air-mail rates exclusively on cost. In the railway-mail- 
pay cases the consideration of these “other factors” has only been for 
the purpose of justifying and sustaining the Commission in estab- 
lishing rates which would vield less than the cost of the service plus 
a reasonable return. In this connection let me cite you one of the 
concluding sentences of the Commission’s decision in Docket No, 9200, 
Railway Mail Pay, decided November 13, 1951, from which the quota- 
tion above given was taken: 

Unless these carriers are able to effectuate economics in their operations, which 
it is their duty constantly to keep in mind, even the rates of pay prescribed 
herein will not cover the entire costs attributable to the handling of the mails, 
including a reasonable return on all the property devoted to mail service and 
an allowance for Federal income taxes, 

And you will recall, gentlemen, when Mr. Redding and Mr. Wiprud 
were testifving here the other day, that they fully ¢ ‘onfirmed the state- 
ment to the effect that the decision of the Commission in that railway 
mail pay brough about results in compensation which amounted to 
about 11 percent less than cost of handling the mail, plus a fair return. 

The railroads are not seeking to impose upon air-carriers require- 
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ments that are more restrictive in their results than these applied to 
them. However, they are seeking substantive equality of treatment 
not mere theoretical equality of treatment. If the determination o 
the compensatory air-mail rate were going to be made by the Inter- 
state Commerce Commission, we would of course be perfectly agree- 
able to a simple statutory standard of “fair and reasonable rates and 
compensation.” However, under all of these bills the Civil Aero- 
nauties Board is the agency designated to determine the compensatory 
air-mail rate; and, without a standard in the statute which ties the 
compensatory rate closely to the cost of rendering the service plus a 
fair return, it is very difficult to guess what the basis of the Board’s 
determination of the compensatory air-mail rate might be. 

It must be borne in mind that the Civil Aeronautics Board is still 
a promotional agency for the air carriers; and, unless specific direc- 
tion is given to the Board by Congress to relate the compensatory 
rate to costs, in my judgment we can look forward with confidence 
to the adoption of a policy by the Board that will result im the pay- 
ment of very liberal air-mail compensation to the air carriers—so 
liberal, indeed, that it might well tead to the belief that all of the 
subsidy had not been separated. This, I believe, is not a wholly un- 
warranted fear when it is borne in mind that a subsidy of approxi- 
mately $400,000 a year to the domestic airlines in 1938, which was ex- 
pected to decrease and disappear altogether in a few years, has grown 
under the fostering administration of the Civil Aeronautics Board 
into an estimated $34,000,000 for 1951. 

it is perfectly clear that the Air Transport Association is desirous 
of avoiding the establishment of a compensatory mail rate related 
to the cost of rendering the service plus a fair return in order that 
the Civil Aeronautics Board by rehance upon factors such as the 
value of service may be in a position to establish a liberal compensa- 
tory rate that will exceed the cost of rendering the service plus a fair 
return. 

Several of the measures of “value of service’ mentioned by Mr. 
Tipton are the speed of the service and the amount which the user 
is willing to pay: namely, what the traffic will bear. Consider for 
a moment what the use of any such standard would have meant in 
determining the railway-mail-pay compensation in the days before 
the advent of the airplane and the development of our system of high- 
ways. Giving any substantial weight to such factors would have meant 
mail-pay rates to the railroads far in excess of the cost of rendering 
the service plus a fair return. However, the Interstate Commerce 
Commission has not given weight to factors such as these in establish- 
ing the mail rate for the railroads: and, as I have explained, such con- 
sideration as it has given to factors other than cost has been for the 
purpose of justifying a rate which would yield less than the cost plus 
a fair return. The railroads would be happy, indeed, with the appli- 
cation to them of the standard they are advocating for the airlines. 

Mr. Tipton also discussed at some length the difficulties of determin- 
ing the cost of rendering mail service. In my judgment, that does not 
constitute a valid objection to the inclusion of a provision that com- 
pensatory mail rates be based upon costs. That difficulty is inherent 
and would be encountered whether or not any such provision were 
included in the bill, for certainly the Civil Aeronautics Board would 
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be under obligation to determine as best it could the cost of rendering 
air-mail service even if it were going to give consderaton to other 
factors as well. 

Another important controversial question is raised by the provi- 
sion contained in section 3 of H. R. 508 and a number of other bills 
pending before the committee. This section would amend section 
407 (d) of the Civil Aeronautics Act by adding a requirement that 
the Civil Aeronautics Board prescribe standards by which air carriers 
in keeping their accounts shall allocate receipts from, and expendi- 
tures for, the various services rendered by them. The proponents of 
the bills that contain this provision apparently consider it necessary 
in order to implement section 406 (a) (2), which relates the com- 
pensatory rate to cost. Such a provision might possibly be consid 
ered necessary if the language in section 406 (a) (2) were to remain 
as it is in H. R. 508; namely, to the effect that the rates “shall in no 
event exceed the reasonable and necessary cost,” on the theory that 
such a standard requires the development of costs with the utmost 
precision possible. However, I do not think such a provision is nec- 
essary to Implement a provision which requires the establishment of 
the compensatory rate “based on costs.” The Civil Aeronautics Board 
has adequate authority under the present section 407 (d) to require 
the air carriers to keep their accounts in whatever manner is neces- 
sary in order to enable it to carry out its duty under the act. I think 
in this instance it would be better to leave the question of the accounts 
which the air carriers will be required to keep to the discretion of 
the responsible administrative agency. The air carriers say that the 

roposed new section 407 (d) (2) would prove very burdensome. 
‘he position of the airlines would be comparable to that of the rail- 
roads without a provision such as that contained in section 3 of 
H. R. 508, and it would be our recommendation that no such provision 
be included in your bill. 

One other important controversial question is that of whether ap- 
plicants for air-mail subsidy should be limited to carriers certificated 
to carry the mail, as in S. 436, or should be limited only to certificated 
air carriers, as in H. R. 508. In our appearance before the Senate com- 
mittee last year, we went along with the suggestion that applicants be 
limited to air carriers certificated to carry the mail. We did so for the 
openly expressed reason that we thought any legislation passed at 
this time should certainly look forward to the desirable objective of 
the elimination of all subsidy to airlines at the earliest possible date 
and that in the light of that objective there should be no further 
opening of the doors for the granting of subsidies to a new group of 
carriers. We are still of the view that the door should not be opened 
to the further extension of subsidies to airlines. However, it is diffi- 
cult from a logical standpoint to tie in the right to a subsidy solely 
with the right to carry the mail, although that was the theory of the 
original act. Upon further review of the matter, it occurs to me that 
perhaps a more appropriate method of avoiding any extension of 
subsidies to air carriers is by limiting the subsidies more closely to 
objectives that at this time might justify any subsidy to air carriers. 

Inder the present act and under S. 436, subsidy is permitted to 
develop air transportation to the extent and of the character and 
quality required by the commerce of the United States, the postal 
service, and the national defense. Perhaps in the infancy of the 
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airline industry, and even perhaps at the time the Civil Aeronautics 
Act was passed in 1938, a national policy of granting subsidy for all 
three of these reasons may have been justified. In any event it is 
not a point to be argued now. However, the conditions prevailing 
today are so different from those existing either in the infancy of the 
airline industry or in 1938 that a new look at the situation is fully 
justified. Facts developed by the Civil Aeronautics Board and in- 
cluded at pages 5 and 6 of the Administrative Separation of Subsidy 
From Total Mail Payments to Domestic Air Carriers reveal the tre- 
mendous growth of the domestic airlines from 1938 to 1951. I repeat 
certain of those figures here: 


1938 1951 
Aircraft fleet cost $22, G19, 000 $346, 116, 000 
Revenue ton-miles.__ __. 51, 619, 000 1, 117, 846, 000 
Revenue passenget -miles 423, 000, 000 9, 311, 000, 000 
Commercial revenues 3 : $27, 047, 000 $570, 587, 000 
Communities served _ 182 SSS 


Except for the “Communities served,” you will note that the figures 
for 1951 are from 15 to 20 times what they were in 1938. The figures 
shown for 1951 are for the fiscal year 1951. For the calendar year 
1951, the revenue passenger-miles for domestic airlines were 10,523,- 
00,000. As an even better indication of the adult status of the air- 
line industry and the place it now occupies in the national transporta- 
tion system, the revenue passenger-miles of the domestic airlines for 
1951 of 10,523,000,000 compare with 10,225,000,000 for the railroads 
in pullman service, the service with which air transportation is pri- 
marily competitive. I should say pullman and parlor-car service. 
In any event, the airline industry has clearly reached maturity and 
from the standpoint of sound national policy it seems to me the time 
has come to eliminate all subsidy to the airlines. This committee 
is thoroughly familiar with the national transportation policy de- 
clared by Congress in the Transportation Act of 1940, and I believe 
this committee feels a real sense of responsibility for the effectuation 
of that policy. I believe also that there can be little dispute that the 
granting of subsidies to certain forms of transportation runs counter 
to those portions of the policy that call for fair and impartial treat- 
ment of all modes of transportation, the preservation of the inherent 
advantages of each form of transportation, and the promotion of 
sound economic conditions in transportation and among the several 


carriers, 


Adherenee to the national transportation policy is stated to be for— 
the end of developing, coordinating, and preserving a national transportation 
system by water, highway, and rail, as well as other means, adequate to meet 
the needs of the commerce of the United States, of the postal service, and of the 
national defense. 

The formulation of this policy by this committee and the Congress 
constitutes a clear recognition of the fact that the needs of the com- 
merce of the United States, of the,postal service, and of the national 
defense are best met by the development of a strong national trans- 
portation system by all modes of transportation in which each per- 
forms the share of the task for which it is best fitted and which it can 
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perform most economically and efficiently. Subsidies clearly serve 
to defeat this end rather than to promote it. 

It seems to me the only possible justification for pursuance of a par- 
ticular line of action in conflict with our national transportation 
policy would be for the sake of giving a start to a new mode of trans- 
portation. I believe the figures previously cited clearly demonstrate 
that the airline industry can no longer be classified as a new mode 
of transportation. What . being developed by subsidy to the airlines 
at this point is not a new mode of transportation but merely the ex- 
tension of this mode of transportation to areas where it’s not econom- 
ically justified. The use of subsidies for such a purpose as that seems 
to me to be unsound and goes beyond the purposes which Congress 
had in mind when it embarked upon the policy of subsidy to the 
airlines, 

However, if this committee is not yet ready to eliminate subsidies 
to the domestic airlines altogether, it seems to me the justification for 
limited subsidies should be restricted to specific national defense pur- 
poses. 

In line with the views expressed herein, | would suggest that either 
subsidies be eliminated altogeher or that the proposed sections 406 
(c) (1) and (2) in H. R. 508 be amended by eliminating all reference 
io “the commerce of the United States or the postal service.” This 
could be arene in subsection (c) (1) by placing a period after 
the words “National defense,” in line 17 on page 4, and in subsection 
(c) (2) by omitting the quoted words where they appear in lines 15 
and 16 0n page 5. 

I believe also that the national defense subsidy should be limited 
to payments for specific features included in equipment at the request 
of the Defense Department which might increase the usefulness of the 
equipment if converted for use in milit: ary service in time of war. 
Such features could perhaps be identified by means of certificates from 
the Air Force, a method similar to that used in including special 
features on merchant vessels. 

There is only one other provision that T want to comment on and 
that is the provision contained in S. 436 which authorizes the Civil 
Aeronautics Board to enter into contracts with air carriers on behalf 
of the United States for the payment of subsidies for periods up to 
5 years in the case of foreign air transportation and up to 3 years in 
the case of interstate and overseas air transportation. I think any 
such provision as this is wrong and should not be included in any 
bill reported by this committee. The effect of such a provision would 
be to nullify to a substantial degree the benefits to be obtained by 
requiring the justification of the subsidy payments annually before 
the Appropriations Committees. Unquestionably this would have the 
effect of increasing the total amount of subsidies granted at a time 
when the objective should be to reduce and, in fact, eliminate com- 
pletely subsidies to airlines. 

In conclusion, let me express the hope that the committee will act 
promptly to report out an effective separation bill in order that we 
may obtain such a law on the bookg before the close of this Congress. 

Thank you, Mr. Chairman. 

The CHainman. Any questions ? 

Mr. Bennerr. Mr. Chairman, I have a question. 

The Cuairman. Mr. Bennett. 
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Mr. Bennerr. On the subject of rates for domestic carriers, do you 
feel that the language in the Senate bill, cost plus a reasonable return, 
should be the formula to accept for that purpose / 

Mr. Prince. For the establishment of the compensatory air-mail 
rate‘ 

Mr. Bennert. Yes. 

Mr. Prince. Well, I believe language substantially similar to that 
in the Senate bill would be the most appropriate formula under all of 
the circumstances, Mr. Bennett. I am not referring to the identical 
language, but I mean the general principle of having the compensatory 
air-mail rate based upon cost plus a fair return. 

Mr. Bennett. The airlines themselves have argued here that the 
rate formula ought to be the same as the formula set in the Railway 
Mail Pay Act. What is your position on that? 

Mr. Prince. My position on that is this, that what we want is sub- 
stantial equality. We are in agreement with them, that there should 
he equality of treatment in this respect for the airline industry and 
the railroads. We say that we think the only way vou can get such 
substantial equality is to require that the compensatory rate be related 
tothe cost of rendering the service, plus a fair return. 

I better goon and explain a little more why I feel that. 

Mr. Bennerr. What I would like to find out, though, is whether 
vou believe that the same formula should be applied uniformly for 
transportation of mail by air as that applied by rail, and if vou do 
not think so, what your reasons are / 

Mr. Prince. I attempted to set that forth in here. I will try to 
repeat it briefly. 

If the two laws were to be administered by the same administrative 
agency, Whatever that agency might be, 1 would say that the two 
formulas should be identical. ; 

The fact that they will not be administered by the same agency, 
and taking into account the background of the two agencies in the 
regulation of the forms of transportation under such agencies, we have 
reason to believe that the same formula would not produce the same 
results. 

We point out, Mr. Bennett, in here—and it was borne out by what 
Mr. Redding and Mr. Wiprud said, that mm no instance has the Inter- 
state Commerce Commission allowed the railroads as much as the 
cost of handling the mail plus a fair return. They have taken into 
account other factors than cost: but always to bring down the rate toa 
point where it would vield less than the full cost plus a fair return. 

Mr. Bennerr. Now, your suspicion is that the CAB administering 
the same formula would be more liberal in fixing rates for airlines 
than is the case of the Interstate Commerce Commission in fixing rates 
for the railroads. 

Mr. Prince. We have said that, frankly. I think that is a fact, 
and I think it is because—bear in mind under the law the CAB is a 
promotional agency for the airlines. The Interstate Commerce Com- 
mission is not a promotional agency for the railroads, and T think 
that makes a vast difference. 

Mr. Bennerr. Should you as a practical matter come out at any 
different point in fixing rates whether you say the rate should be fair 
and reasonable or whether you say they shall be based upon cost plus 
a fair return ? 
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Mr. Prince. Well, again I say the same agency—well, I am not 
sure. I think this, Mr. Bennett, if you had instructed the Inter- 
state Commerce Commission to base rates on cost plus a fair return 
and had indicated that you were excluding other factors, I believe 
we would have gotten more in these cases than we have gotten. 

Mr. Bennerr. You think that if we gave the Interstate Com- 
merce Commission the formula of cost plus a fair return, you would 
get a higher mail-pay rate for the railroads than you do under the 
present formula ? 

Mr. Prince. I must conclude that from the Commission’s own 
statement that they gave us 11 percent below cost plus a fair return 
in the last case. 

Mr. Bennerr. Then why do you fear that the same formula—l 
mean that the formula of cost plus—will provide a lower rate for the 
airlines than would be the case if they applied the fair and reason- 
able rate? 

Mr. Prince. Simply because the Civil Aeronautics Board is a pro- 
motional agency for the airlines and after hearing Mr. Tipton’s testi- 
mony, and the factors they want to take into consideration, 1 would 
rather not risk it. He is a pretty persuasive advocate and I am just 
fearful. 

Mr. Bennerr. You had pretty persuasive advocates for the rail- 
roads in the air-mail-pay cases too, did you not ¢ 

Mr. Prince. That is correct, but the Interstate Commerce Com- 
mission is not a promotional agency for the railroads and it does 
not feel the same necessity for building us up that the CAB seems to 
feel for building up the airlines. 

Mr. Bennerr. We had a witness in here yesterday representing 
security holders of the railroads and he feels that the cost-plus for- 
mula would make the sky the limit on air-mail rates. 

Mr. Prince. I am aware of that; but his position is slightly dif- 
ferent than mine. 

Mr. Bennerr. Exactly the reverse of yours ? 

Mr. Prince. Well, I could not say quite the reverse of it, because 
I do not think that the people who are in the Post Office Department 
will ask for the services at the cost levels that are so high as to run the 
total cost of mail service up to such limits as he had in mind. I think 
the Post Office Department is just as anxious sas anybody to have 
mail service that is adequate to meet the needs of the public and 
at reasonable prices, and would not want it to be too costly. I think 
that will serve to hold down the costs. 

I can see in a particular case where it might have such a result. It 
might possibly permit an enormous payment to a particular carrier 
for a particular service; but if pier nc of national policy justi- 
fies maintaining that service, then I think the airline is entitled to 
the cost of that service, if it is going to be required to render it. 

Take, for instance, service to Alaska. You may not ever have 
enough traffic to make it compensatory if the rates are going to be at 
the level for domestic service, and yet you might feel it is highly 
important to have it to tie Alaska more closely to the United States. 
If you want the service you pay for it at cost. That would be a very 
high cost, but I would not consider that a subsidy. 

Mr. Heseiron. Will the gentleman yield / 

Mr. Bennerr. I will yield. 
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Mr. Heserron. Right on that point, I think it is interesting here 
where you say that— 
what is being developed by subsidy to all airlines at this point is not a new 
mode of transportation but merely the extension of this mode of transportation 
to areas where its extension is not economically justified. 

Certainly it is true that a great many railroad runs cannot con- 
ceivably be economically justified. That is, the revenue does not equal 
the cost, to say nothing of the fair return on top of it, and yet in terms 
of satisfactory postal service, which is one of the criteria that you 
seek to dismiss, or a satisfactory system of commercial transporta- 
tion, it cannot be justified, as a national policy which this committee 
has actually written into existing law, can it? You would not seek 
or ask us to strip every system ‘of transportation, whether it be by 
rail, by bus, by inland waterway, or by air, from the system that can- 
not be actually shown on accounting basis to return the cost of opera- 
tion ¢ 

Mr. Prince. That is a pretty long question, Mr. Heselton. 

I think that you do have the best national system of transportation, 
one that will meet the needs of commerce, the postal service, and the 
national defense to the fullest, by permitting the various forms of 
transport to develop on their own two feet, without being subsidized 
by the Government. 

A subsidization of any one of those forms leads to an improper de- 
velopment of that form of transportation. 

Mr. Hesevron. That depends on whether you are sitting on one side 
or the other, or whether you are in Washington or in some little village 
in the country. After all, there is justification in trying to develop 
an over-all transportation policy that is adequate for the entire 
country. 

You admit that the airlifts to Korea, and to Tokyo, and to Berlin, 
are striking illustrations of the value of the air lines. 

Secondly, I do not think you would argue that we should key our 
national transportation policy to only those methods that could show 
that they brought in the costs, plus a fair return. Finally, certainly 
all of us in this country, wherever we may live, have a direct interest 
in the best kind of a postal service that we can maintain in this 
country. 

Mr. Prince. I agree in general with you, but depart at some points. 
I think that this is the story. We do maintain a lot of service which 
separated from the rest of the service does not pay its own. 

Mr. Hesevron. I mean the railroads do. 

Mr. Prince. The railroads; yes, sir; and yet we are required in the 
interest of the public convenience and necessity to continue to main- 
tain that service. 

Now, I think it is possible—I do not know whether it has been con- 
sidered, but I suppose it has—that perhaps along with the profitable 
service the public convenience and necessity requires the airlines to 
render certain service that does not stand on its own as a profitable 
service: but I think that it is wrong to give these services to these 
communities through subsidy. I do not believe that that is healthy 
and I do not see where you can stop it. You can start by saying a 
town of 50,000 won't support an airline. So, you subsidize an airline 
to serve that town. I presume you must hope that sometime or other 
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a town of that size will support an airline and you can stop the 
subsidy; but if you do that, then if you are pursuing this policy of 
subsidy, vou start subsidizing the towns of 40,000, IT do not see where 
you could stop. I just do not believe it is a sound policy to subsidize 
transportation to areas within the United States that cannot support 
such a mode of transportation. 

Mr. Haws. Will the gentleman vield ¢ 

Mr. Hesevron. Yes, 

Mr. Hawy. I just want to ask one question. 

I want to ask you if in your over-all picture you did what you do 
with the railroads. There are certain lines which are not profitable 
and you do not get a fair and reasonable return. Why don't you call 
that a subsidy, and are you not subsidizing that nonprofitable line ¢ 

Mr. Prince. Somebody is paying the bill. There is no question 
about that. 

Mr. Hauw. They are paying the bill in paying the freight rates. 

Mr. Prince. It is paid in freight charges; in passenger charges. 

Mr. Hai. And mail rates. 

Mr. Prince. And in mail rates: everything we collect from other 
customers. 

Mr. Hau. So, therefore, while you do not call it a subsidy, the 
railroad is getting a subsidy in the sense that it is a nonprofitable 
line. 

Mr. Prince. We do not agree that that is a subsidy. 

Mr. Hai. You do not call it that, but is it not true? 

Mr. Prince. It is not. It is quite different basically. The users of 
our railroad system as a whole are paying those over-all charges, and 
I think the users of the airlines as a whole should pay the same. 

The taxpayers and the users of a given form of transportation are 
not identical. 

Mr. Hawi. But, so far as the mail pay is concerned—let us confine 
it to that—it is a subsidy to the nonprofitable part of the line. Is 
that correct or not ¢ 

Mr. Prince. I do not understand that it is. 

Mr. Hatz. Let us eliminate the other services. You have an un- 
profitable line that is part of the railroad system. You fix a fair and 
reasonable rate for the whole system. So, so far as mail pay is 
concerned, that is a form of subsidy to that nonprofitable section of 
the service, is it not ¢ ; 

Mr. Prince. Well, Mr. Hall, where you have got an average pro- 
cedure, it always results in somebody getting a little lower rate and 
somebody else getting a little higher rate than the average. I do not 
think the Government is subsidizing anybody. 

Mr. Haut. Another question. Tam not an expert on this, but you 
obtained something from the Government in the form of land grants, 
when the railroads first started, did you not ¢ 

Mr. Prince. Yes, sir. 

Mr. Hats. Would you term that, or could that not be termed, as 
almost a permanent subsidy / 

Mr. Prince. Not by a good bit, sir. 

[ think the circumstances under which those land grants were given 
to the railroads are wholly different from the circumstances we find 
ourselves in today. 
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We had a new country trying to develop the West and open up the 
West. There was no opportunity at that time for any transportation 
agency to be immediately profitable. That was the inducement and 
it was a subsidy at the time. We do not deny that. But, bear in 
mind also that a committee of the Congress after a most extensive 
hearing found that it was not strictly a subsidy: that it was a bargain 
in which the Government exacted the right to move its troops and 
its property, at less than the commercial rates on all of the railroads 
that had been aided by the Government with such lands, and that as 
a result of those reduced rates they had recovered the equivalent—you 
could fix it anyway you wanted to—the equivalent of the value of 
the lands at the time they were given, plus compound interest up to 
date; you had exceeded that—or, the Government had obtained in 
reduced rates more than the present value of that same land. 

Mr. Hawi. Well, I do not know whether you would call it a bargain 
or not, but it is a fact that in World War I], the Government went to 
the airlines and said, “We want so many ships,” and took them. 

So, apparently, while it may not have been a written bargain—I 
do not know how they arrived at it—I know that they had to cut 
civilian service and could not make any more extensions, because the 
Government needed their planes to carry troops and to carry military 
personnel. So, is not that something similar to what vou have been 
referring to in connection with the land grants, and bargaining, as 
you call it? 

Mr. Prince. I do not know. I do not think it is quite the same. 
Perhaps it has some elements of it, but the Government when it was 
necessary in the interest of the war effort, took a lot of things, and it 
was not based upon subsidies. It was based upon the matter of 
necessity. 

Mr. Hauu. IT was referring to the question of bargaiming. 

Mr. Prince. You could say that. That was an offset. 1 would not 
deny it. 

Mr. Hauy. That is all. 

Mr. Hare. Mr. Chairman. 

The CHatrman. Mr. Hale. 

Mr. Hare. Along the same line, in the merchant marine you sub- 
sidize an operation along a certain route, because it is deemed in the 
national interest, to keep service on that route, irrespective of whether 
that service can be profitable. 

Mr. Prince. That is correct : yes, sir. 

Mr. Hare. That is the general practice in connection with steamers. 

Mr. Prince. Yes, sir. 

Mr. Hae. And if that is the general practice in connection with 
steamers, why should it not be the general practice in connection with 
airplanes ? 

Mr. Prince. Well, I say that perhaps it is so far as overseas trans: 
portation is concerned. I have not directed my remarks to foreign 
or overseas transportation. But, within the United States we cer 
tainly have got a highly developed national transportation system, 
when you consider the rail lines, the inland waterways, and the high- 
ways, and th airlins. We have got the finest national transportation 
system in the world and I think that development along natural eco- 
nomic lines will make it the strongest system. 
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Mr. Have. I am asking that in connection with the language on 
page 9 of your statement where you said this was an “extension of 
transportation to areas where its existence is not economically jus- 
tified.” I do not understand what you say about it not being eco- 
nomically justified. It may not be economically justified today, but 
tomorrow may be abundantly justified, economically and’ com- 
mercially. 

Mr. Prince. I would say under the free enterprise system, it is up 
to some enterprising airline to see the possibility and if there is a 
possibility of it being a profitable operation in the near future, you 
may be sure that they will go into it and be the one to get there first 
and have that opportunity open to them when it does become profit- 
able. 

Mr. Hare. Take my own State, for example (Maine), where we 
were rather late in getting airline services. But, we have airline 
service maintained now. I do not know how profitable it is now, but 
it certainly has become a substantial part of the commercial life of 
the State—very valuable. 

Mr. Prince. I am sure it is a great convenience to the users, but my 
own.philosophy about what develops the strongest national transpor- 
tation system is one in which each form of transport stands on its 
own feet and renders the service which it can render most economi- 
cally. 

Mr. Bennerr. Will the gentleman yield ¢ 

Mr. Prince. That is under your own national transportation policy. 

Mr. Hate. It is a little misleading when you talk about standing 
on its own feet. There is a large subsidy element in any kind of 
transportation. Certainly when you build these fearfully expensive 
highways, you are doing a lot for the trucks. 

Mr. Prince. I quite agree with you. 

Mr. Have. I did not expect to have to argue that point. 

Mr. Prince. You have found an area of agreement there, Mr. Hale. 

Mr. Hesevron. Will the gentleman yield ¢ 

Mr. Hate. I will yield. 

Mr. Hesevron. I noticed in the Senate hearings, at page 883, a tab- 
ulation made, I assume, by their staff. It shows that in the trunk 
lines, there are 338 communities served by means of subsidy. That 
is, that the air-mail revenues do not equal the cost of the service in 
those instances. And, on the feeder lines, there are 111 additional. 
So that there are 449 communities in the country that fall into that 
category. 

I would take it if you wiped out that service tomorrow morning, 
all of them—on the argument that you have made to us—you would 
have something like chaos. 

Mr. Prince. Mr. Heselton, you do not think that the elimination 
of the subsidy would mean elimination of service to all of those 449 
communities 4 

Mr. Hesevron. Well, if it is uneconomical obviously it would. 

Mr. Prince. It would depend on what you call uneconomical op- 
eration. 

We have been operating for a long time in these periods of pros- 
perity for erry else with an average return in the postwar years 
of a little under 4 percent. The airlines are getting subsidies to give 
them at least an 8 percent return on their investment. 
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Now, they may not have that 8 percent if they have to serve those 
communities without subsidies, but I think you will find that you will 
still have service to most of them. 

Mr. HinsHaw. Mr. Chairman. 

The Cuarrman. Mr. Hinshaw. 

Mr. Hinsuaw. Mr. Prince, when Mr. Wiprud, counsel for the Post 
Office Department was before the committee, he talked about the 
railway mail pay case that he worked on for some 31 years. 

Were you associated in that case / 

Mr. Prince. No, sir; I was not. 

Mr. Hinsuaw. Are you familiar with it / 

Mr. Prince. I am familiar with it ina general way. Ido not know 
the intimate details. It was quite a complicated and complex pro- 
cedure and the decision is about the same. I took a look at it. I am 
afraid that I cannot qualify as an expert on the subject. 

Mr. Hinsnaw. Well, I believe Mr. Wiprud mentioned in connection 
with his testumony—lI do not have his testimony before me to quote 
exactly, and hence may be somewhat wrong—but indicated in answer 
to questions which I directed to him, that in the railway mail pay 
case, the over-all figures of the railroads were conside ‘red in respect 
to the cost of transporting the mails: that the figures presented by 
the Post Office Department were likewise considered; and I believe 
the Post Office figures showed that the railroads should have an 
increase of 48 percent in their mail pay and the railroads argued 
that they should have 168 percent increase, or some such figure as 
that; and that the Interstate Commerce Commission wound up with 
a figure of 11 percent below their own estimate of the cost, which was 
about midway between. 

That certainly indicates a very wide variation of the estimates 
of cost. 

Mr. Prince. That is my recollection of what he said too. I took a 
few notes on those figures. 

Mr. Hrnsuaw. He also stated that, as I believe he stated—I wish I 
had his testimony before me—that the final rate established was 
uniform on all carriers; is that correct / 

Mr. Prince. I think so. That is my understanding with the excep- 
tion, perhaps, of electric lines, or some minor variations from that; 
but substant ially uniform rates for all carriers. 

Mr. Htnsuaw. Would it be your contention that the rate for trans- 
porting the mails by air should be based similarly upon the over-all 
cost of all of the carriers and a sort of an average cost between them ? 

Mr. Prince. I do not believe I can answer that question, Mr, Hin- 
shaw. I think you would have to study the situation and determine 
whether you thought that would give a fair result. 

Mr. Hixsnaw. Well, now, a while ago you said it was not based on 
cost and you just wondered whether you wanted the airmail pay based 
on cost. I wonder whether you had in mind over-all costs of all 
carriers, or individual costs of individual carriers / 

Mr. Prince. Well, I had assumed that there would probably be some 
averaging in groups. 

Mr. Hinsuaw. Why in groups? 

Mr. Prince. I must say that is just my assumption, or my reaction. 
I have not got any figures on it and I have not really considered it. 
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I do not know what they would do in the air industry. I do not know 
whether that is the best way. In the railroad industry that is the 
way they did. 

Mr. Hinsnaw. You made the statement here that air-mail rates 
should be established on the basis of cost plus a reasonable return 
and I was just wondering whether you meant individual costs or over 
all costs, because after all, that is quite an important subject and it 
makes a difference. You say you do not know whether it should o1 
not ¢ 

Mr. Prince. No; I would say that I would want to give that fur 
ther thought. I do not know which would be the soundest. I can see 
some difficulties in basing it on individual costs. You would get 
situations such as the one described here in connection with service 
between Washington and Chicago where, based on individual costs, 
one company might be at one rate and another at a rate 20 percent 
higher. 

No; I do not believe from the standpoint of the Post Office Depart- 
ment that it is practical to use an individual cost basis unless the Post 
Office is permitted to use only the lowest-cost company. 

Mr. Hinsnaw. You concede that the basis for the establishment of 
mail rates on the railroads, in the railroad case is sort of an average 
of the over-all cost of all carriers? 

Mr. Prince. That is correct. 

Mr. Hinsnaw. Also some carriers have higher costs than others, 
do they not ¢ 

Mr. Prince. That is correct. 

Mr. Hinsuaw. And as I understand the picture there are some 
with very much higher costs than others. Is that correct? 

Mr. Prince. I assume so. I do not know, Mr. Hinshaw. Normally 
that is the case in railroad operations. Some have very much higher 
costs than others. 

Mr. Hinshaw. Well, in the event that the railway mail pay is estab- 
lished on the basis of the average of the over-all! costs of all of the rail- 
roads, obviously the low-cost carriers are going to receive more than 
they would normally be entitled to and the high-cost carriers less. Is 
that not true / 

Mr. Prince. That is correct. However, 1 might point out one or 
two things that I do reeall about that situation: The Commission 
has attempted to write into its formula for determining the rate 
factors which will give some account to the differences in the costs of 
operation between carriers. 

Now, to be specific, line-haul cost of carrying the mail from one point 
to another would not vary nearly as much between two carriers as 
perhaps their over-all operating result picture would indicate, so that 
a uniform line-haul rate such as the Commission established works out 
equitably between carriers despite differences in over-all costs; and 
then they have, in addition to that uniform mileage scale, terminal 
cost charges set up separately, and they have piece handling charges 
to take care of the cost at small stations where you do not fill up a 
full car, but have to handle mail by the piece; and by setting it up 
with those different elements, the rate structure then takes into account 
a lot of these differences in cost between the individual carriers. 

I think the Commission realizing that carriers have a different over- 
all cost picture was trying to provide for that very situation. 
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Mr. Hinsnaw. Trying to provide a higher net return to the carriers 
that had most to do with the local transportation and handling of the 
mail against the long-haul carrier that merely transported it; is that 
what you are trying to say? 

Mr. Prince. Not quite. I think it was trying to make the rate 
structure more nearly meet the cost of a carrier, no matter which kind 
it was; whether it merely had the long haul without the intermediate 
handling or whether it had a short haul and high terminal expenses. 

Mr. Hinsnaw. Would you object to a similar method of applying 
the costs to the air carriers / 

Mr. Prince. I think that is what the Board would have to determine 
after a study of the facts. That might be a perfectly feasible way to 
do it for the airlines. 

Mr. Hinsuaw. Did you say, “based on costs”; is that what you said, 
that you recommended that the air carriers be paid based on costs? 

If that is so, then, some carriers are going to get a much higher basis 
than others, are they not ¢ 

Mr. Prince. There are bound to be some who get more than their 
average costs and some who get less, 

Mr. Hinsuaw. I am just pointing out that the railroad decision on 
a rate that was supposed to be fair and reasonable apparently took into 
consideration all carriers and probably the over-all rates are higher 
for certain carriers than they would be entitled to on a cost basis, and 
consequently the cost formula, for either the rails or the air carriers, 
might prove a higher basis than would be the fair and reasonable 
rate provision which you denounce. 

Mr. Prince. That is possible. 

Mr. Hinsnaw. Which you denounce for fear that the CAB might 
give a higher rate on a fair and reasonable basis than would the Inter- 
state Commerce Commission under similar circumstances. 

Mr. Prince. I think that is correct. 

Mr. Hinsnaw. Then your statement in that respect is based on 
fear rather than fact. 

Mr. Prince. I think that is correct too. 

Mr. Hinsuaw. That is all. 

The Cuarrman. Any further questions / 

Mr. Cuenoweru. Mr. Chairman. 

The Cuarrman. Mr. Chenoweth. 

Mr. Cuenowern. I would like to ask Mr. Prince if he does not feel 
that the subsidies today are desirable and necessary? Don’t you ree- 
ognize this situation, or do you contend that subsidies should be elim- 
inated entirely from air transportation ¢ 

Mr. Prince. Mr. Chenoweth, I said that I did recognize that there 
was a sound argument for subsidies in the infancy of an industry, in 
the developmental stage of that mode of transportation; that when 
the form of transportation got beyond that dovelénaiontal period as a 
form of transportation subsidies ought to be eliminated—and I 

thought so far as the economic situation is concerned, we had reached 
the time when we ought to eliminate the subsidies, since they are not 
to develop a form of transportation for air mail any longer but to 
permit the local and feeder lines to serve the small towns. 

You are not going to develop any new type of airplanes, in all prob- 
ability, that you do not have now: but you are extending the service to 
areas that cannot support it economically, 
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So that, so far as the economic side of the picture is concerned, I do 
not believe they are any longer justified in the airline industry. 

Now, I did say that I was not speaking of the overseas transpor- 
tation. 

Mr. Curnowern. I am speaking strictly of the commercial opera- 
tions. 

Mr. Prince. In the domestic field. 

Mr. Cuenowern. In the domestic field. 

Mr. Prince. I think national defense is a consideration that you 
must weigh; but I believe the type of subsidy from the standpoint of 
national defense that is sound is the payment by the Federal Govern- 
ment for features that may be put on a commercial plane at an added 
cost that have no commercial value; but are put there to enable the 
Defense Department to utilize them more successfully in the event 
they have to take them over in an emergency. 

I think that is a fair cost to be borne by the Government. 

Mr. CuenowetH. Would you recognize the difference between the 
situation say between New York and Chicago and perhaps Billings, 
Mont., and El Paso, Tex. ? 

Now, in the West you have vast wide-open spaces where there are 
tremendous distances between points. In the East you have highly 
concentrated populations, as you know. 

Now, if those people in the West are going to enjoy air services, 
obviously there will probably have to be some type of subsidy given 
at least for a while yet. Maybe the time will come when subsidies can 
be eliminated. Of course, that is a desirable end to be reached. 

Would you say that the end had been reached now in say New York 
and Chicago operations, and that those operations there now have 
sufficient revenue that subsidy is no longer needed, but subsidies are 
needed for feeder lines and sparsely settled areas? Would that be a 
fair statement ? 

Mr. Price. I presume that is a fair statement. It appears, from the 
facts that have been presented here, that you need some sort of 
subsidy to maintain certain of those services; but maybe philosophy 
about this thing is a little different from that of some of you. I do not 
think every small town in the country should expect to enjoy all of the 
privileges of a large town. Certainly the large town does not enjoy 
all of the advantages of the small town. 

I think that the small town has got some inherent advantages that 
the big towns do not have. 

Now, I think that the small town might like to have an opera house; 
might like to have a legitimate theater; but just because they would 
like it is not any reason why the taxpayers should provide it for them. 

Mr. Cuenowern. Do you not think that we have reached the stage 
now in the development of this country and in air transportation 
where it is recognized as an absolute necessity, and if the people 
are deprived of that service now we are certainly going to run into 
some very serious transportation problems ¢ 

Mr. Prince. I would say this, Mr, Chenoweth, that perhaps the 
necessity of air service to smal] towns is greatly exaggerated. <A lot 
of small towns have their economy geared to the type of life they 
lead and very likely a man going from one small town to another—I 
will not say any section—that might be a mistake—but from a small 
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town in one section to another small town in another, usually does 
not have to get there in a matter of a few hours to transact his business. 
If he has got adequate transportation by a form that is there and avail- 
able to him, he can use that. Frankly I do not see why he should not 
use that transportation. 

Mr. Cuenowetu. I would like to take you out into Colorado some- 
time and take you on some of these trips, and show you just how long 
it would take by rail and what we can do by air. I think you would 
change your mind on that. 

Mr. Prince. I agree with vou that it is a great convenience and if 
the public will support it and can afford it they ought to have it. 

Mr. CurnowetH. You mentioned that the Interstate Commerce 
Commission was not a promotional body, so far as the railroads are 
concerned. Is it not true that the CAB, under the 1938 act, is charged 
with the responsibility of promoting air transportation in this coun- 
try‘ 

Mr. Prince. Yes, sir. I was not criticizing the Board for that. 
That is their duty. It is a statutory duty and I think the Board has 
carried it out. 

Mr. Cuenoweru. Would you take the position now that Congress 
ought to repeal in toto this Transportation Act so far as subsidies are 
concerned and put all airlines on a straight compensatory basis ¢ 

Mr. Prince. Well, I have said that is a desirable objective. 

Mr. Curnowern. Have we reached that time? 

Mr. Prince. I think we are pretty close to it, Mr. Chenoweth. 

Mr. Cuenowern. How close / 

Mr. Prince. I do not think I could give you an answer that would 
do any good. 

Mr. Curnowern. I am asking for information, because as a mem- 
ber of this committee I am interested in your observations, because 
you have given a great deal of study to it and we have an obligation 
to perform here. 

Mr. Prince. I said that you certainly had reached the time where 
you were now extending your air-mail service to new areas that could 
not support it economically. 

Mr. Cuenowertn. I am talking about the domestic service. I am 
not talking about the international service. 

Mr. Prince. I am restricting mine to the domestic. 

Mr. Cuenowern. We have other members of this committee who 
are more expert on that than I am. I am sticking to the domestic 
service. I am very much concerned about the service in the western 
part of our United States particularly. All of our communities have 
grown to depend, I think pretty largely, on the airplane and it is an 
important service, and then those feeder lines, of course, eventually 
may grow strong enough to be on their own; but I do not believe 
they have reached that stage yet. 

Mr. Prince. We perhaps differ on it. I do not think that you are 
getting the best over-all transportation service for the most people 
in this country when you have to continue to support one particular 
form of transportation by subsidy. I do not think that leads to a 
healthy over-all development. I think that you are justified in giving 
the airlines the start: giving them the help: but, my goodness, when 
you consider the fact that last year they transported more passenger- 
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miles by the airlines than the whole railway system in the United 
States in parlor and pullman cars, it is a pretty mature industry. 

Mr. Cuenowetn. I see. What you object to is the United States 
Government giving the airlines a subsidy which permits them to haul 
a passenger between New York and Chicago cheaper than the rail- 
roads can ¢ 

Mr. Prince. If the airline does it and pays its own costs—if it is 
doing that, then it is entitled to the business. But, we do not think 
it is entitled to it when the lower cost is by virtue of the Government 
subsidy. 

Mr. Cuenowetn. Your contention is that the United States Gov- 
ernment is paying for a part of it? 

Mr. Prince. Part of the cost of transportation by air. 

My. Cuenowern. Part of the cost of transportation by air; for each 
passenger that is hauled; is that it? 

Mr. Prince. Yes, sir. 

Mr. Cuenowern. You think that should be terminated ¢ 

Mr. Prince. I think so. I think in the broad outlook and from 
the long-range standpoint that it will produce the soundest results. 

I note that in the President’s budget message for 1950 he took the same view 
that—the long-term interest of the general taxpayer, as well as the user of 
transportation, will best be served by the development of a balanced transpor- 
tation system substantially independent of Government support. 


The Hoover Commission task force on that subject said: 


If the potential contributions of the private enterprise system are to be 
realized, available traffic must be allocated among the competing forms of trans- 
portation in accordance with economic standards of price and service competition. 

Now, the airlines have got some inherent advantages over us as a 
transportation method. They have got speed. They have got speed 
we cannot compete with for long distances, and people ought to be 
willing to pay for that. That is a premium service and they ought 
to pay for it. I do not see why the taxpayers should pay a third of 
his transportation ticket by the airlines. 

Now, the busses and the trucks have got some inherent advantages, 
and also the railroads have got inherent advantages. I think each 
of those ought to develop those inherent advantages, and that will 
jead to the strongest national transportation system, 

Mr. Cuenowetrn. Thank you very much. 

Mr. O'Hara. Mr. Chairman. 

The Cramman. Mr. O'Hara. 

Mr. O’Hara. Mr. Prince, I think the testimony shows—and I am 
trying to state it from memory—and if you disagree with me, I want 
you to feel free to do so—but it is my understanding that about 80 
percent of the subsidy goes to about 20 percent of the air operations, 
namely, the so-called short haul or feeder lines. 

I think that is the testimony that has been given to us here as I 
understand it. 

Mr. Prince. Now, on your statement of facts there, I am not a 
very good one to give you the answer. I know that was stated yes- 
terday. I heard a witness say exactly that yesterday. 

However, my Eaperenen was that was not quite correct; that over 
50 percent of the subsidy went to the 16 trunk lines, but I would rather 


you would get the facts from somebody else who knows them. I 
really do not know. 
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Mr. O'Hara. If it is not a fair statement, I want the record to be 
corrected as far as I am concerned, Mr. Prince, but that is my under- 
standing. 

Now, there has been I think a great deal of subsidy that has been 
paid, has gone to the so-called feeder-line operations, and I appreciate 
that the CAB had a considerable problem. What I am saying is not 
criticism at all of what they did. I think it is questionable whether 
some of those operators may work out on an economical basis; but 
certainly it does involve many of them and does result that many of 
them are working out very well. 

We have a terrific problem up in my country right now, Mr. Prince, 
by reason of the fact that apparently either the Post Office Department 
is trying to change mail routes, or the railroads are taking off pas- 
senger service or else the Post Office Department has decided to operate 
in some different manner or utilize a different manner of carrying the 
mails, which means that if they do and the rails do not carry it, that 
passenger service will come off and then pretty soon there will be a 
petition in to abandon a railroad line. That will leave some towns 
there without any rail service at all, and with, I think, a very difficult 
and very bad mail service. 

Now, I appreciate that we cannot expect the railway lines and the 
feeder lines to operate uneconomically. It would be impossible for 
them to serve some of those communities. There are airports in many 
of them, but it would require certainly larger airport facilities in some 
of them than they now have. 

But, Mr. Prince, don’t you think that it is true that this feeder-line 
service has been of tremendous importance to communities which they 
serve for quick transportation and for mail service as well? Now, do 
you feel that that is a service that those communities are entitled to, 
the same as to a greater degree, of course, that the larger communities 
are entitled to? 

Mr. Prince. I realize the problem as you present it is a very dif- 
ficult one to find a good solution for. It looks as though the people 
will not have adequate service of any kind unless some provision is 
made that over and beyond what the people engaged in the business 
of transportation are willing to provide on their own. 

I do not know what the answer to that problem is either. Those 
communities first no doubt got some pretty good roads in there and 
people began to travel by their private automobiles and by the busses, 
hecause it was cheaper, so that the passenger service on the railroads 
hecame a dead loss to the railroad and they sought to remove trains, 
and if it reached a point where there was no support for the line at 
all, they probably sought to abandon the line. In other words, such 
a situation was created by an election of the people in that community. 
They chose to use another form of transportation. 

By and large, I think that it will work out best if the communities 
are served by the type of transportation that they can support. There 
may be isolated cases where that will work a real hardship, but I think 
in taking the country as a whole and looking at the broad general in- 
terests, which includes the taxpavers of the country as well as the users 
of transportation and the residents of those communities, that you 
have a better situation, if transportation is developed along sound 
economic lines where each community gets the type of service that 
it can support. I do not believe private enterprise will be reluctant 
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to furnish service to any of these communities, as soon as it sees a 
reasonable opportunity for the service to break even and contribute 
something. 

Mr. O'Hara. Well, Mr. Prince, do you recognize in connection with 
your statement to the effect that there was not probably any need for 
developing an airplane—that that is a problem that is confronting the 
whole industry, the development of a plane for the short-haul airlines, 
because the DC—3 is becoming obsolescent and the larger airlines who 
have sort of feeder services, through service as well as feeder service in 
operating this feeder service have a very serious problem confront- 
ing them at this very instance on the matter of a plane that they need 
for such service as the short-haul problem presents / 

Mr. Prince. We have got a problem that is similar to that, Mr. 
O'Hara. We need to develop some method of permitting us to make 
a distribution of goods to the shipper more cheaply from the railroad 
station. Todo that we have got to develop some new type of container 
or some method by which we can cheaply transfer a truck body from 
a tractor to a flat car. Those are problems for the railroads. 

We have lost a great deal of revenue because of our inability to meet 
truck competition on certain business. We can haul between point A 
and point B cheaper than a truck line, but getting it from the shipper 
to A, and from B to the shipper, is where they have all their ad- 
vantage. 

Now, we need some sort of new equipment to meet that problem and 
we are spending millions and millions of dollars of our own to try 
to develop that equipment. 

The Charman. The time of the gentleman has expired. 

Mr. O'Hara. Now, one more question, Mr. Chairman. Then, we 
both agree that the problem of transportation is not static by any 
means? 

Mr. Prince. That is correct. 

The Cuamman. Thank you, sir. 

Mr. Hinsuaw. Mr. Chairman. 

The Cuarrman. Mr. Hinshaw. 

Mr. Hinsuaw. On page 9 of Mr. Prince’s statement, at the bottom 
of the page he states: 

I believe also that the national-defense subsidy should be limited to payments 
for specific features including equipment at the request of the Defense Depart- 
ment which might increase the usefulness of the equipment if converted for use 
in military service in time of war. Such features could perhaps be identified by 
means of certificates from the Air Force, a method similar to that used in in- 
cluding special features on merchant vessels. 

I am in receipt of a letter from Mr. S. G. Tipton, general counsel, 
Air Transport Association of America, dated Monday, March 31, 
1952, which I would like to place in the record at this point, Mr. Chair- 
man. 

The Cuatrrman. Without objection, it may be placed in the record. 

(The letter referred to is as follows:) 

Arr TRANSPORT ASSOCIATION OF AMERICA, 
Washington, D. C., March 31, 19852. 


Hon. Cart HInsHaw, 
House of Representatives, Washington, D. C. 
Dear Mr. Hinsnaw: As a member of the House Interstate and Foreign Com- 
merce Committee you are famliar with the fact that one of the purposes of the 
Civil Aeronautics Act of 1938 was to provide for the promotion of an air-transport 
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industry which could serve as an aid to the national defense. Within the past 
week representatives of the Departments of Commerce and Air Forces have 
released information which demonstrates dramatically the extent to which this 
purpose of the Civil Aeronautics Act has been accomplished. 

For some time the Government agencies and the certificated airlines have been 
working together to perfect definite plans for the utilization of the civilian airline 
fleet in the event of an emergency. These plans are sufficiently well perfected 
to have permitted the Government agencies to release some of their provisions. 
According to this release, the airline fleet of four-engine aircraft will be divided 
into first- and second-line reserves. A total of about 300 four-engine aircraft 
owned by the certificated airlines are included in these reserves. Each aircraft 
is identified by number, and will receive in the shops of the airlines such modi- 
fications as are necessary to make it available for military use on 48 hours’ 
notice. Since these modifications are of no value economically or operationally, 
but actually add dead weight to the airplanes, the Air Forces will reimburse the 
airlines for the cost of modification. The cost will be in the neighborhood of 
$10,000,000. 

This development is of enormous significance insofar as military preparedness 
is concerned, as well as the cost of military preparedness. By reason of the 
existence in day-to-day operation of these civilian transports, the Military Air 
Transport Service has on call, within 48 hours, more transport aircraft (with the 
necessary flight crews) than it now operates. It has on call approximately 
$260,000,000 worth of aircraft at the expenditure of approximately $10,000,000 for 
modification. If the Military Air Transport Service were required to own and 
operate these aircraft, the budget of that Service would be increased by approxi- 
mately $900,000 per day, or $3850,000,000 per year. 

This kind of a contribution to the national interest was anticipated by your 
committee when the Civil Aeronautics Act of 1988 was passed. I thought you 
would be interested in knowing the extent to which these expectations were 
being fulfilled. 

Sincerely yours, 
S. G. Treron, General Counsel. 


Mr. Hrysuaw. Mr. Tipton points out: 


For some time the Government agencies and the certificated airlines have 
been working together to perfect definite plans for the utilization of the civilian 
airline fleet in the event of an emergency. These plans are sufficiently well 
perfected to have permitted the Government agencies to release some of their 
provisions. According to this release, the airline fleet of four-engine aircraft 
will be divided into first- and second-line reserves. <A total of about 300 four- 
engine aircraft owned by the certificated airlines are included in these reserves. 
Rach aircraft is identified by number, and will receive in the shops of the air- 
lines such modifications as are necessary to make it available for military use 
on 48 hours’ notice. Since these modifications are of no value economically or 
operationally, but actually add dead weight to the airplanes, the Air Force 
will reimburse the airlines for the cost of modification. The cost will be in 
the neighborhood of $10,000,000. 

This development is of enormous significance insofar as military preparedness 
is concerned, as well as the cost of military preparedness. By reason of the 
existence in day-to-day operation of these civilian transports, the Military Air 
Transport Service has on call, within 48 hours, more transport aircraft (with 
the necessary flight crews) than it now operates. It has on call approximately 
$260,000,000 worth of aireraft at the expenditure of approximately $10,000,000 
for modification. If the Military Air Transport Service were required to own 
and operate these aircraft, the budget of that Service would be increased by 
approximately $900,000 per day, or $350,000,000 per year. 

This kind of a contribution to the national interest was anticipated by your 
conmnittee when the Civil Aeronautics Act of 1938 was passed. I thought 
you would be interested in knowing the extent to which these expectations were 
being fulfilled. 

Now, obviously, if the aircraft referred to were not in civil service 
and they are necessary in the military service, the additional cost to 
the Government in investment would be something on the order of 
$350,000,000 per vear. So’that it must be evident there is a consider- 
able value to the civil air fleet: would you not agree / 
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Mr. Prince. I did not quite get the figure of $350,000,000 a year; 
did you say ¢ 

Mr. Hinsnaw. Yes, “The budget of that Service would be increased 
by approximately $900,000 per day or $350,000,000 per year,” if it 
were called upon to operate those aircraft in times of, let us say, peace, 
or near peace, or whatever you care to call what we have been going 
through. 

So that when there was actual need for a Tokyo airlift, or Berlin 
airlift, or as Mr. Heselton referred to, a Korean airlift, they are 
available to the Government with slight modifications, with all of 
the personnel that goes along with it, and they do not have to be 
purchased by the Government. 

Mr. Prince. I think they have that value. 

Mr. Hinsnaw. So that $350,000,000 is the kind of a subsidy that 
the airlines fleet is giving to the Government; is it not? 

Mr. Prince. I cannot accept that without a little more study of the 
problem, Mr. Hinshaw. 

Mr. Hinsuaw. I would not want you to accept it without study. 
I am making a statement on my own account. 

Mr. Cuatrrman. I would like to have the letter I referred to go into 
the record. 

The Cuarman. Yes, it will be made a part of the record. 

(The letter referred to appears above.) 

The Cuarrman. Thank you, Mr. Prince. 

Mr. McCormick. 


STATEMENT OF ROBERT L. L. McCORMICK, DIRECTOR OF RESEARCH, 
CITIZENS COMMITTEE FOR THE HOOVER REPORT 


Mr. McCormick. Mr. Chairman, my name is Robert L. L. Me- 
Cormick. I am director of research of the Citizens Committee for 
Reorganization of the Executive Branch of the Government, more 
generally known as the Citizens Committee for the Hoover Report. 
I am appearing here today to state the views of the citizens committee 
with respect to S. 436, an act approved by the Senate during the first 
session. 

This act, according to its preamble, is designed to separate subsidies 
paid to airlines from compensation for carriage of the air mail. 


DOMESTIC PROVISIONS OF THE SENATE ACT 


With respect to the provisions relating to the domestic airlines, 
we believe that, while not perfect, S. 436 substantially meets the re- 
quirements of recommendation No. 9 in the Hoover Commission Re- 
port on the Post Office which reads as follows: 

We recommend, however, that the amounts of these subsidies should be 
paid to the Post Office by open appropriation from tax funds and not imposed 
upon the Post Office or the mail users in this hidden manner. 

However, your committee may wish to amend its domestic pro- 
visions more along the lines of the act passed by the House in 
1950. 

In this connection, we have consulted with Representatives Heselton 
and Kennedy, because of their sponsorship of related legislation. 
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We know that they have additional constructive ideas on the domestic 
side, such as (2) their proposal for eliminating the 3-year contractual 
authority and (6) certain accounting provisions. Both these gentle- 
men have unstintingly devoted themselves to this complex matter 
for several years now and are extremely skilled in its intricacies. 
They strongly prefer the approach followed by your committee in 
the Eighty-first Congress in reporting and passing a stronger act. 
Their view warrants the most careful consideration. We hope, there- 
fore, that your committee will take account of their wide experience 
either in perfecting the domestic provisions of S. 436, or in following 
the approach used by your committee last year. 


INTERNATIONAL PROVISIONS OF THE SENATE ACT 


As to the provisions of the Senate act which relate to international 
carriage of the mails, they do not, in our opinion, conform to the 
Hoover report at all. Indeed they do not even conform to the title 
and the enacting clause of the act itself. We do not recommend to your 
distinguished committee that the Senate international provisions be 
enacted. 

The international provisions do not conform to former President 
Hoover’s views as read to the Senate committee on June 28, 1951, as 
follows: 

I have considered again the Reorganization Commission's proposals for separat- 
ing subsidies paid to commercial airlines from compensation paid them for 
carrying airmail. The Commission’s report on the Post Office was specific on 
this matter : 

“SUBSIDIES 


“Payments to common carriers for transporting the domestic and foreign air 
mail are fixed by the Civil Aeronautics Board at a level to provide a subsidy 
to aviation. Contracts for overseas mail are also made on a subsidy basis. 
These subsidies may be most desirable. 


“RECOMMENDATION NO. 9 


“We recommend, however, that the amounts of these subsidies should be paid 
to the Post Office by open appropriation from tax funds and not imposed upon the 
Post Office or the mail users in this hidden manner. 

“By such a course, the President, the Congress, and the public may know 
what the amounts of the subsidies are.” 

For many years now, the taxpayers and the Congress have had only a vague 
idea how much money was being paid for such subsidies. As the Commission 
pointed out, they are entitled to that information. 

The most practical and accurate way to separate these two types of payments 
is to base the determination of the mail pay upon what it costs the carriers 
to furnish mail-carriage services to the Post Office. The subsidies would be 
the amounts paid in addition to such carriage costs; and these subsidies should 
be separately appropriated for. That type of standard will make it possible for 
the taxpayers and the Congress to have accurate information. 

“In order for the reform to be effective, it is not equitable to exempt any mail 
carriers, foreign or domestic. The reform should apply equally to all. 


Commenting specifically on seven of the main points raised by Mr. 
Hoover in the passage quoted above, we would like to point out that 
the international provisions in the Senate act: 

(1) Do not separate out the subsidy as the Hoover Commission 
recommended ; 
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(2) Would not tell the President, the Congress and the public what 
the amounts of these subsidies are; 

(3) Would not base the mail compensation on carriage costs; 

(4) Would not appropriate for the subsidies separately ; 

(5) Would not provide accurate information ; 

(6) Would not apply equally to all, “domestic and foreign” ; 

(7) Would, in effect, exempt international carriers by applying a 
fictitious standard, based on the Universal Postal Union rates and bear- 
ing little relation to costs. 

In connection with the international provisions, we suggest that 
your committee explore the following aspects of the matter: 

(1) Would S. 436 not make it incumbent upon the Post Office to pay 
large subsidies under the guise of compensation for carrying the mail? 

(2) Would not these subsidies, by being written into the law of the 
land, acquire the additional undesirable element of permanency ¢ 

(3) Is not the rate of compensation for mail carriage specified in the 
Senate act—the Universal Postal Union rate—a rate which is far 
above cost plus a fair return ? 

(4) The Senate act purports to place a ceiling and a floor on the 
international payments. They can be no less than amounts paid by the 
Post Office to foreign-flag carriers. They can be no more than the 
Universal Postal Union rate, which is currently ranging up to $2.86 
a ton-mile. Is it not a historical fact that both the proposed floor and 
the proposed ceiling have always proved to be exactly the same 
amount ¢ 

(5) Is it true that the Universal Postal Union rate would set mail 
pay at a level approximately four times the luxury passenger fare? 

(6) Is not the rate provided in the Senate act almost seven times 
that provided in the same bill for class I domestic carriers ¢ 

(7) Is it true, as some experts say, that the Senate act would trans- 
fer, from the subsidy column, approximately $30 million a year worth 
of subsidy and bury it in the mail-pay column? 

I think that if your committee explores these questions, it will agree 
with us that the Senate act is grossly inadequate in the international 
field. ; 
Therefore, we recommend that your committee completely rewrite 
the provisions of the act relating to international carriage. H. R. 508, 
H. R. 3320, or H. R. 3675 would give a good starting point in this en- 
deavor. They are very similar in.content. 

In this connection, we would commend again to you the letter from 
former President Herbert Hoover. 

The Cuatrman, Any questions? 

Mr. Hesevron. Mr. Chairman. 

The Cuarrman. Mr. Heselton. 

Mr. Hesetron. Mr. Chairman, at this point I would like to have 
—- to insert in the record a telegram from Dr. Robert L. 
Johnson, who was the chairman of the citizens committee; and an- 
other telegram from former President Hoover, which were received 
at the time we were considering this legislation in 1950. I do not 
have those telegrams here. I will supply them for the record. 

The Craimman. Without objection, they may be placed in the 
record, 

(The telegrams referred to are as follows:) 
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DecEeMBER 6, 1950. 
Hon. Joun W. HESELTON, 
House of Representatives, Washington, D.C.: 

The Citizens Committee for the Hoover Report urges enactment at this session 
of H. R. 9184 to carry out the unanimous recommendation of the bipartisan Com- 
mission on Reorganization of the Executive Branch that subsidies be separated 
from mail compensation. Neither H. R. 9305 nor the various bills for further 
study would carry out the Hoover Commission's recommendation but H. R. 9184, 
as reported, would do so. We urge prompt passage of H. R. 9184 without weaken- 


ing amendments. 
Rosert L. JOHNSON, 


National Chairman, Citizens Committee for the Hoover Report. 


New York, N. Y., September 19, 1950. 
Hon. Joun W. HESELTON, 
House of Representatives, Washington, D. C.: 

The people of the Nation are entitled to know how much of their money is being 
spent for carrying the mails and how much is for subsidies. Therefore the re- 
organization commission specifically recommended “that the amounts of these 
subsidies should be paid to the Post Office by open appropriation from tax funds 
and not imposed upon the Post Office or the mail users in this hidden manner.” 
I strongly urge that this Congress enact legislation to effect this recommendation 
of the reorganization commission. 

HERBERT HOOVER. 

Mr. Hinsuaw. Mr. Chairman. 

The Cuarrman. Mr. Hinshaw. 

Mr. Hrnsuaw. Mr. Chairman, I have always been curious con- 
cerning the Citizens Committee for the Hoover Report, to find out 
who was the citizens committee and how big an organization it is. 

Mr. McCormick. The Citizens Committee for the Hoover Report 
is a charitable corporation incorporated under the laws of the State 
of New York. It has some 24 directors. It has an advisory board of 
about 15. It has committees in some 45 States and in approximately 
300 localities. 

The membership of the national committee consists of perhaps 
tens of thousands of leading citizens all over the country. The State 
and local committees have members of their own. 

Mr. Hrnsuaw. Do they pay annual dues? 

Mr. McCormick. They do not. We raise funds through polling 
various corporations and individuals and I might add that in con- 
nection with our raising of funds, we have raised over a million dol- 
lars of which some $320 has come from companies in the air transport 
and allied industries, sir. 

Mr. Hinsuaw. $320, or $320,000? 

Mr. McCormick. $320 out of $1,000,000. 

Mr. Hinsuaw. Where did the rest of it come from? What is the 
largest amount contributed ? 

Mr. McCormick. Several of the corporate amounts have been, I 
believe, $5,000, sir, from some of the larger companies. We have 
over 20,000 individual contributors, 

Mr. Hinsnaw. And, can you make available to the committee a 
list of the directors and the other body ? 

Mr. McCormick. Advisory committee. 

Mr. Hinsuaw. Advisory committee. 

Mr. McCormick. Yes, sir; I will do that. 

Mr. Hinsuaw. I would like to see who they may be. 
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(The information requested is as follows :) 


ExHrsit A 


CITIZENS COMMITTEE FOR THE Hoover REport 


OFFICERS 
Robert L. Johnson, chairman James E. Gowen, treasurer 
Colby M. Chester, chairman, finance Keith M. Urmy, assistant treasurer 
committee E. J. Ade, administrative director 
Charles B. Coates, vice chairman and Robert L. L. McCormick, research 
General manager director 


BOARD OF DIRECTORS 


Neal Dow Becker Richard W. Kemler 
Charles Dana Bennett Allan B. Kline 

Colby M. Chester Mrs. Oswald B. Lord 
Charles B. Coates Sidney A. Mitchell 
William E. Cotter Philip Murray 

Gen. William J. Donovan Herschel Newsom 
Ferdinand Eberstadt Dr. Fred D. Patterson 
Hon. James A. Farley Hon. Robert P. Patterson 
Clarence Francis Neil Petree 

William Green Stanley Resor 

Oveta Culp Hobby Capt. Edward V. Rickenbacker 
Dr. Robert L. Johnson Earl O. Shreve 


ADVISORY BOARD 


Hon. Warren R,. Austin Lessing J. Rosenwald 
Hon. Colgate W. Darden, Jr. Morris Sayre 

Hon. Charles Edison Dr. Robert G. Sproul 
Henry Ford II Hon. Harold E. Stassen 
Hon. John N, Garner Anna Lord Strauss 
Robert Heller Charles E. Wilson 

Cord Meyer, Jr. Hon. Harry H. Woodring 


Mr. Hinsuaw. Where are the headquarters of this organization ? 

Mr. McCormick. The headquarters is Philadelphia, Pa., sir. Dr. 
Johnson, the chairman, lives there. That is a mail headquarters; that 
is a mail address. The main headquarters, de facto is in New York 
City and I operate a branch office here in Washington, sir. 

Mr. Hinsnaw. You say the main headquarters is New York City? 

Mr. McCormick. Yes, sir. I suppose you would say the legal situs 
of the corporation is in Philadelphia, but the main headquarters is 
a ~—r and we are incorporated under the laws of the State of New 

York. 

Mr. Hrnsuaw. I take it that you are, as an executive director, or 
director of research, engaged in this study among other studies of the 
legislative situation ? 

“Mr. McCoraricr. Yes, sir; we are engaged in studies of some 40 or 
50 major legislative matters of which this is one. 

Mr. HinsHaw. How many people do you have engaged in these 
studies ? 

Mr. McCormick. In the legislative side? 

Mr. Hinsuaw. No; in this air-mail subsidy report. 

Mr. McCormick. There are two, sir; myself and our counsel, the 
Hon. Marx Leva, who retired about a year ago as Assistant Secretary 
of Defense. 
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Mr. Hinsuaw. Yes; I know him personally. He is a very fine fel- 
low. He was, prior to that time, I believe in the Air Force, was he 
not ¢ 

Mr. McCormick. No, sir; he was a Navy officer. 

Mr. Hinsuaw. Navy officer. 

Mr. McCormick. Yes, sir. 

Mr. Hinsuaw. Have you followed the hearings of this committee ¢ 

Mr. McCormick. I have, sir. 

Mr. Hinswaw. The recent hearings as well as the other hearings? 

Mr. McCormick. I have. I did not follow the hearings in 1950 be- 
fore your committee very closely. I followed the Senate committee 
hearings last and this year very closely and read all of the testimony 
in that connection. I have attended many of the sessions here these 
past few weeks, sir. 

Mr. Hinsuaw. As I understand the Hoover report is designed to 
save money to the Government through certain methods of organiza- 
tion and reorganization. 

What connection does the Citizens Committee have with the group 
that conducted the studies, or Mr. Hoover’s Commission ¢ 

Mr. McCormick. We have none, sir. We were established after the 
Hoover Commission made its reports to the Congress, for the pur- 
pose of conducting a Nation-wide educational campaign on behalf 
of the 288 major recommendations of the Hoover Commission. 

Mr. Hinsuaw. Do you figure that this recommendation on separa- 
tion of mail pay or compensation, if you care to call it that as dis- 
tinguished from subsidy, is going to save the Government money ? 

Mr. McCormick. I cannot see how in the immediate time it would, 
sir; no. 

The entire purpose is to place, to segregate these moneys into mail 
payments and into subsidies so that the people of the United States 
and the Congress can make the determination as to how much they 
want to subsidize the airlines. 

We are not in favor of more subsidy or less subsidy, or the present 
amount of subsidy. We are just in favor of the separation. 

Mr. Hinsuaw. That, of course, is very interesting, if you do not 
think that there is going to be any money saved. I thought that the 
objective of the Hoover Commission’s report was—— 

Mr. McCormick. The objectives as set forth in Public Law 162 of 
the Eightieth Congress were five objectives: efficiency, economy, or- 
derly Government—there were five. There were quite a few objec- 
tives. This could come in under many of them. 

Mr. Hinsnaw. Are any of the contributors to the Citizens Com- 
mittee engaged in the transportation business / 

Mr. McCormick. Very few of them. Neither the railroads nor the 
airlines have given much support to our efforts, because they are 
opposed to different portions of the report, sir. 

Mr. Hrnsiaw. Do you think the report in toto should be adopted 
as such and promoted in toto? 

Mr. McCormick. Yes, sir. 

Mr. Hinsuaw. You make no exceptions? 

Mr. McCormick. Under our charter we press equally for the 288 
recommendations. 
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Mr. Hinsuaw. So that you have no judgment as to whether you 
might think all of these recommendations right, pertinent and just, 
and so forth? 

Mr. McCormick. No, sir; at our board of directors meeting on 
the 15th of March, 1951, the directors empowered the officials of the 
committee to support legislation which was believed to be in line with 
the principles of the Hoover Commission report, although not spe- 
cifically so mentioned. And, the directors empowered the committee 
to set priorities and to vary to a modest extent from the majority 
recommendations. 

Mr. Hrinsuaw. Have you any objection to placing in the record 
who, let us say, your 25 largest contributors are / 

Mr. McCormick. No; we have no objection at all. We live ina 
goldfish bowl. 

Mr. Hinsuiaw. Well, I suspected that you did, and registered under 
the Lobby Act, and so forth and so on. 

With Mr. McCormick’s consent, Mr. Chairman, may I ask that he 
do so? 

Mr. Beckworrn (presiding). Without objection. 

(The information requested follows :} 


ExuHIsir B 


Safeway Stores, Inc., Fourth and Jackson Streets, Oakland 4, Calif. 

Associated Spring Corp., 18 Main Street, Bristol, Conn. 

Veeder-Root, Inc., 20 Sargent Street, Hartford, Conn. 

Chicago, Burlington & Quincy Railroad, 547 W. Jackson Boulevard, Chicago 6, 
Til. 

International Harvester Co., 180 North Michigan Avenue, Chicago 1, Il. 

Montgomery Ward & Co., 619 West Chicago Avenue, Chicago, ILL. 

Quaker Oats Co., Merchandise Mart Plaza, Chicago 54, II. 

Brown Rubber Co., Inc., Union Street and Concord Road, Lafayette, Ind. 

New Orleans Public Service, Inc., 317 Baronne Street, New Orleans 9, La. 

Commercial Credit Co., First National Bank Building, Baltimore 2, Md. 

Isoston Edison Co., 182 Tremont Street, Boston, Mass, 

General Motors Corp., General Motors Building, Detroit 2, Mich. 

Pet Milk Co., 1401 Arcade Building, St. Louis 1, Mo. 

Colgate-Palmolive-Peet Co., 105 Hudson Street, Jersey City, N. J. 

Eastman Kodak Co., 342 State Street, Rochester, N. Y. 

General Electric Co., 1 River Road, Schenectady, N. Y. 

National Biscuit Co., 449 West Fourteenth Street, New York 14, N. Y. 

Standard Oil Co. (New Jersey), 30 Rockefeller Plaza, New York 20, N. Y. 

Reynolds Tobacco Co., Winston-Salem, N. C. 

Goodyear Tire & Rubber Co., 1144 East Market Street, Akron, Ohio 

Alabama Power Co., P. O. Box 2641, Birmingham 2, Ala. 

Atlantic Refining Co., 260 South Broad Street, Philadelphia, Pa. 

Brown & Sharpe Manufacturing Co., 236 Promenade Street, Providence, R. & 

Humble Oil & Refining Co., Humble Building, Houston, Tex. 

Harnischfeger Corp., 4400 West National Avenue, Milwaukee 14, Wis. 


Mr. Wotverton. Mr. Chairman. 

Mr. Becxworru. Mr. Wolverton. 

Mr. Worvertron. I was surprised to hear you say that you favored 
this legislation not because it would result in any savings to the 
Government. 

I assumed that all of the recommendations that have been made 
by the Hoover Commission have been made with the thought in mind 
that they would promote efficiency in government and also provide 
a saving to the Government. 
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Is this different from their recommendations with respect to other 
matters ¢ 

Mr. McCormick. No, sir. I think that perhaps I did not answer 
the question of Mr. Hinshaw clearly. As to the immediate effect of 
this act, it would, in our view, merely separate out into two categories 
the amounts being paid. We feel, however, that the objective which 
was set up back at the time of the enactment of the Civil Aeronautics 
Act of 1938 of eventually doing away with subsidies would be very 
much furthered over the long range by just making the separation so 
that the Congress would then be in the position and on an annual basis 
to determine the amount of the subsidies. I think that over a period 
of years, that would inevitably lead to their diminution. 

Mr. Wotverton. I thought that that was probably the thought that 
you had in mind; but the way in which you expressed it in answer 
to Mr. Hinshaw’s question indicated otherwise. 

Mr. McCormick. Thank you, sir, for correcting me. I guess I 
was not clear on that. 

Mr. Wotverton. Have you, in the course of your studies on this 
subject, also given consideration to the basis or standard formula 
that has been adopted by law for the fixing of mail rates for rail 
carriers ¢ 

Mr. McCormick. No, sir; we have not. 

Mr. Worverton. Then you are not in a position to express any 
opinion today as to whether the same principles that are now, and 
have been for many years, the basic principles in fixing rail mail 
rate pay should apply to air mail? 

Mr. McCormick. Well, we have not studied it in detail, sir, but 
we have taken cognizance of the fact that the case of the railroads 
differs. Well, it is quite a different situation. The railroads are, for 
the most part, self-supporting. The airlines, on the other hand, 
many of them, are being supported by the Government. 

In this case, it seems to me that you do not need to be consistent 
between the fellow who has not got his hands in the Federal till, and 
one who does. So, we thought perhaps more stringent standards 
might well be required for the airlines (and I think Mr. Hoover's 
letter makes that perfectly clear) simply because they are obtaining 
large grants of public funds. 

Mr. Worverton. Did your studies enable you to develop any figures 
as to the subsidies that it is thought should be paid to the airlines ? 

Mr. McCormick. No, sir. I heard the Government witnesses, Mr. 
Nyrop, and others make statements to that effect. We would cer- 
tainly be inclined in matters of this sort to rely on their statements. 
Obviously we cannot, in a small organization like ours, hire account- 
ing firms to go over the thing and to make up our own minds inde- 
pendently on a matter that technical, sir. 

Mr. Worverton. I assume then that you are appearing today to 
present the thought that there should be a separation between cost and 
subsidy to the end that the people of the country may know how much 
is chargeable to one and how much to the other and for Congress to 
fix the policy as to whether there should be subsidies at this time for 
the airlines in addition to the air-mail rate ¢ 
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Mr. McCormick. Yes, sir; that is a correct statement. That is 
why we are appearing here. We feel that if, say, the subsidy is only 
$100,000 out of the hundred-odd million, it still should be separated. 

Mr. Wotverron. To which of the bills before the committee do 
you give endorsement 4 

Mr. McCormick. Our committee, sir, drafted the Hoffman bill, 
H. R. 3320, and the Dawson bill, H. R. 3675, both of which were intro- 
duced by those gentlemen at our request. Those bills, we feel, are in 
every Way consistent with the recommendations of the Hoover 
Commission. 

H. R. 508 is, with perhaps minor exceptions, also consistent with 
the recommendations of the Hoover Commission. 

Mr. Wotverton. Who introduced the latter bill ? 

Mr. McCormick. I believe Mr. Kennedy, sir. I have got the bill 
here, with a few notes on it. 

Mr. Wotverron. I understand from your statement that you have 
made to the committee, that you were of the opinion that S. 436, 
while not perfect, substantially meets the requirements of Recommen- 
dation No. 9 of the Hoover Commission’s report. 

Mr. McCormick. Insofar as the domestic carriers are concerned, 
sir, that is correct, although we think that some of the objections which 
Mr. Heselton and others have raised certainly are well worth listen- 
ing to and probably doing something about. In many cases they get 
a little bit beyond our committee’s scope. 

Mr. Wotverton. Do you have any amendments that you care to 
submit to any of the bills that are now pending before the committee ¢ 

Mr. McCormick. I have no amendments with me, sir. Our attor- 
neys, of course, have been over the bills with great care. If you would 
like we certainly can submit them to you. 

‘Mr. Wotverton. Of course, we will be pleased to give you that 
opportunity, if you so desire. 

Do you have in mind at this moment any particular portions of the 
bill which you feel should be amended ? 

Mr. McCormick. I have, as far as 8. 436 is concerned. To be per- 
fectly frank, we did prepare some international amendments, but our 
point, our objection to S. 436, for the most part, in the particular 
method of separation chosen, is we feel it is so bad that it would be 
better to start all over again. 

Mr. Wotverron. Well, from that standpoint, are you of the opinion 
that we should confine legislation to our domestic mail rates, and 
eliminate any consideration of the foreign rates at this time? 

Mr. McCormick. Oh, no, sir. I think on the foreign side, to quote 
Mr. Hoover on that, that his statement is “in order for the reform to 
be effective, it is not equitable to exempt any mail carrier, either foreign 
or domestic. The reform should apply equally to all.” 

We think that it would be most unwise to leave out the very large 
segment of these subsidized carriers. We think that they should all 
be included and be given equal treatment, sir. 

Mr. Wotverron. Did your committee arrive at any opinion with 
respect to whether the standards or formula should apply to all, with- 
out exception, so that there would be no difference in rates allowable 
to one company over others? 

Mr. McCormick. No, sir; we felt that the amendments which were 
submitted to your committee by the Honorable Clarence Brown about 
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a year and a quarter ago covered the matter pretty well. They say 
the rates determined and fixed, and so on, shall be based upon the neces- 
sary cost and I think that is an adequate standard right there. 

Mr. Wotverton,. Of course, I have a high opinion of the gentleman 
from Ohio [ Mr. Brown], whom you have referred to. I realize the very 
important part he has had in the work of the Hoover Commission as 
well as yourself and, also Mr. Marvin. 

Mr. SiCconent. Would you exclude Mr. Marvin from that, please, 
sir. He is not a member of the citizens’ committee. 

Mr. Wotverron. I do not know of anyone who has been more ac- 
tively concerned in this legislation than he has, and I have understood 
that he did represent the conunittee. 

Mr. McCormick. He did at one point, sir. 

Mr. Wotverton. Well, I do not know your purpose in excluding 
him, in view of the fact that he has rendered such great service to your 
cause in the months that have passed. Your statement now that he is 
not connected with you rather surprises me, because I have not noticed 
up to this time any diminution in his interest in the legislation. 

Mr. McCormick. Well, that is why I wished to say, sir, that he was 
not associated with us. There has been some confusion on that score. 

Mr. Wo tverton. Well, you do not object to my expressing the 
opinion that I would be pleased to have his views at any time? 

Mr. McCormick. ‘That is fine, sir. 

Mr. Worverton. I have no further questions, Mr. Chairman. 

Mr. O’Hara. Mr. Chairman. 

Mr. Beckwortu. Mr. O'Hara. 

Mr. Scorr. Will the gentleman yield? 

Mr. O’Hara. I will yield to Mr. Scott. 

Mr. Scorr. I only have one question or comment. 

Mr. O'Hara. Go ahead. 

Mr. Scorr. Mr. McCormick, reference was made to Dr. Johnson, 
chairman of the citizens committee. 

I do not suppose that there is any lack of information as to who Dr. 
Johnson is, but if that is the case, I would like for the record to show 
that he is president of Temple University in Philadelphia; one of our 
most distinguished citizens; a man who is called upon in almost every 
civic and community activity either to head or to take a prominent 
part in it. He is very highly regarded. He has done a magnificent 
work in promoting the work of the Hoover Commission, as chairman 
of the Citizens Committee for the Hoover Report. 

Therefore, I affirm again that your organization is headed by a 
man whose reputation and regard is very high indeed. 

I thought that the record should show that. 

Mr. McCormick. Thank you, sir. 

Mr. O’Hara. Mr. Chairman. 

Mr. Beckworrn. Mr. O'Hara. 

Mr. O’Hara. Mr. McCormick, the Citizens Committee for the 
Hoover Report is a voluntary organization of persons associated with 
it for the purpose of continuing the work of trying to get some, or 
most of the recommendations, or all of them, adopted ; is that true? 

Mr. McCormick. That is correct, sir. 

Mr. O'Hara. And you said, I think, yourself, and some other per- 
te had given particular study to the problem of this legislation; is 
that true?’ 
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Mr. McCormick. That is correct, sir. I would like to point out 
that we are, on occasions like this, like this fellow Goodman who plays 
every position on the Boston Red Sox in this work. We certainly 
are not as expert as some on this matter or on any individual matter. 

Mr. O'Hara. That is what I was getting at, as to whether either of 
you gentlemen are devoting some time to this matter and some time 
to other matters and duties, and whether you have any background 
of transportation work either in the air or otherwise. 

Mr. McCormick. No, sir. However, we have, of course, in our 
committee, experts that we can call on from the Hoover Commission 
task force for advice in these matters. We have available a great 
pool of experience in these things. 

Mr. O'Hara. Would you mind naming some of these experts ? 

Mr. McCormick. Yes, sir. In this case we have, for example, con- 
sulted Dr. Dearing, at the Brookings Institute. 

I would have to make up the list. We have consulted with all of 
the industries concerned. We have consulted with the Marvin com- 
mittee. We have consulted with postal experts. We have consulted 
with a great many people. 

Mr. Dearing is the only one specifically who comes to my mind at 
this moment, but this has been going on for more than a year and a 
half and we have, of course, gotten into it quite deeply, as you gentle- 
men have too. 

Mr. O'Hara. You supported, as I recall, the rather conventional 
legislation we had here in 1950? 

Mr. McCormick. Yes, sir. I would like to make it perfectly clear 
on that, that we take the position that any proposal or any bill before 


the Congress that would affect the Hoover Commission’s recommenda- 
tions, we support. However, that does not necessarily mean that we 
agree with every jot and tittle in it. For example, the ee bill 


carried provisions for subsidies which would make possible subsidies 
for additional carriers. 

Mr. O'Hara. Yes: that was stressed at that time. That feature was 
also supported. The argument I recall was made that the Hoover 
Commission was supporting that. Now, I do not remember who made 
it. I know that Mr. Marvin was very active at that time in connection 
with that bill. 

Did the Hoover Commission actually support the features you have 
just referred to? 

Mr. McCormick. There was some confusion on it. Our position on 
it I think is best expressed in the statement I made to the Senate 
committee : 

The recommendations of the Hoover Commission deal with existing practices. 
It cannot be said that the Commission recommended that the same carriers that 
now get mail pay should be entitled to it under the Hoover proposals; or more 
carriers ; or less carriers. This was beyond the Commission’s terms of reference. 
Therefore, in our view, the citizens committee should not take a position on this. 
All we recommend is that there be effective separation for all carriers which are, 
or will be, receiving mail pay. 

That is our formal position on it, sir. 

Mr. O'Hara. There was some confusion at the time. 

Mr. McCormick. There certainly was. 

Mr. O'Hara. Is Mr. Marvin still a member of your staff? He wasa 
member of your staff in 1950 when that legislation was before our 
committee. 
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Mr. McCormick. He was a volunteer who had been appointed a 
member of the postal affairs task force. He was one of some 20 mem- 
bers of the postal affairs task force of the citizens committee at the 
time. 

I do not have the exact date as to when he left the citizens committee. 
However, at our board meeting of March 15, 1951, the action of Dr. 
Johnson on removing him from the citizens committee was affirmed, or 
reaffirmed. 

Mr. O'Hara. When was that that he was removed, would you say ¢ 

Mr. McCormick. I do not know the exact date, sir. It was about 
the second or third week in December of 1950. As I recall it was 
around December 11, when he took a certain action with which Dr. 
Johnson was not in agreement. 

Mr. O'Hara. Well, he was active in behalf of that organization 
in urging the passage of a portion of that legislation ; is that not true ¢ 

Mr. McCormick. That is correct, sir. 

Mr. O'Hara. Now, have you given any study—I notice your com- 
mittee on page 1 of your written statement—I quote from your written 
statement—with reference to Representative Heselton and Represent- 
ative Kennedy's statement, stating that they have— 
additional constructive ideas on the domestic side, such as (@) their proposal for 
eliminating the 3-year contractual authority and (/) certain accounting pro- 
visions, 


Have you made any studies of the importance of that to the airlines? 
Do you mean by eliminating it you would cut out all periods of time 
for contractual authority? Is that your statement / 

Mr. McCormick. We feel that your committee should consider re- 
quiring annual appropriations for these subsidies. ‘That was a recom- 


mendation of the Hoover Commission in the report on Federal Busi- 
ness Enterprises, that those groups receiving subsidies and those Gov- 
ernment agencies which were dispensing subsidies should come before 
the Appropriations Committees year by year and obtain the appro- 
priations therefor. 

Mr. O'Hara. Your recommendation was not then for the granting 
of licenses or permits by the CAB over 3- or 5-year periods, which I 
think is the occasion for some of these, particularly the short-haul 
operators’ objections. 

Mr. McCormick. No, sir; we did not get into that problem. 

Mr. O'Hara. That is all. 

Mr. Hrxsuaw. Mr. Chairman. 

Mr. Becxworrn. Mr. Hinshaw. 

Mr. Hrwsuaw. May I ask you if your association is composed princi- 
pally of businessmen—I take it. You said also corporations ¢ 

Mr. McCormick. The contributors are businessmen, corporations, 
firms, associations, and individuals, as I say. I do not know the exact 
breakdown between them. I would think that probably—this is the 
best guess I can give—60 percent of the funds come from corporations 
and 40 percent come from individuals. That is just a guess. 

Mr. Hinsuaw. And you think that the airline receiving subsidies— 
which obviously does not include the nonsubsidized carriers—should 
appear before the Appropriations Committees every year to justify 
whatever subsidy is recommended for them ¢ 

Mr. McCormick. Oh, no, sir: I believe that the Civil Aeronautics 
Board should appear. Obviously the agency of Government which is 
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charged with the responsibility of handling it, or for a program, should 
appear before the Appropriations Committees and get the funds for it. 
I think it should be a broad program. 

Mr. Hinsuaw. Should not be contractual ? 

Mr. McCormick. I am very much inclined against the arrangement 
to make it contractual, but I think that particular problem is a secon- 
dary aspect of these legislative proposals before you today. I do not 
think it makes too much difference whether it is done one way or 
another, as long as the separation is taken care of. 

Mr. HrinsHaw. I take it that you must be an economist, or a business 
analyst, or something of that sort, fundamentally, in order to hold 
the position you hold; is that true ? 

Mr. McCormick. I do not quite get the question. 

Mr. Hrnsuaw. What is your fundamental training in business? 

Mr. McCormick. Banking. 

Mr. Hinsnaw. Banking? 

Mr. McCormick. Yes, sir. 

Mr. Hrnsnaw. As a banker, then, Mr. McCormick, would you 
‘are to make a loan for the purpose of purchasing equipment, to a 
carrier which had no assurance over a period of time of being able to 
repay the loan / 

Mr. McCormick. Well, apparently they—the banks have made 
large loans for that purpose. I do not believe there have been these 
long contracts in the past. 

Mr. Hinsnaw. This is a new proposal. We are going to separate 
subsidy from compensation and obviously, that affects all but four 
of the carriers, certificated to carry mail. So that means out of some 
56 or 57 carriers now certificated to carry the mail, that four less than 
that would be on a subsidy basis and the subsidy basis as I understand 
it is intended to be on a basis so that under efficient and economic man- 
agement they may at least break even, if not show a profit in their 
operations. Is that your understanding ? 

Mr. McCormick. Well, that is a fairly long question. I think that 
they are guaranteed their payment based on cost plus a fair return for 
the mail portion, but 

Mr. Hrnsuaw. Pardon me. 

Mr. McCormick. As to the subsidy portion, that would be a matter 
which would have to be presented as a program by the Civil Aeronau- 
tics Board to the Congress each year. 

Mr. Hinsnaw. Now, would you as a banker, and with banking 
training, would you make a loan to subsidized carriers which you 
expected to be repaid within say 5 years or 10 years, when there was 
no certainty whatever of their being able to receive the necessary 
subsidy to repay the loan ? 

Mr. McCormick. Well, I could not answer that as a banker, because 
there is a very great difference between my being formerly in the bank- 
ing business and sitting on the outside, as opposed to being someone 
sitting on the inside with the depositor’s money, deciding whether or 
not to loan it. I cannot say what any bank would do in that case. 
Obviously both the investment bankers and commercial bankers have 
loaned money to airlines and to other industries without that assur- 
ance in the past. 

Mr. Hrnsuaw. Well. of course, they have been operating under 
the present act which does assure that subsidy. Is that not true? 
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Mr. McCormick. I am not sure that it assures it. It can be ob- 
viously cut down as in the case of the Big Four. 

Mr. Hinsnaw. Of course, the Big Four does not come under this 
»rovision, because they are stated to be the nonsubsidized carriers. 

Ve can oe eliminate those altogether. 

Mr. McCormick. But, they were subsidized carriers and the banks 
loaned money to them and do now, no doubt. It does not seem to have 
made any difference. 

Mr. Hinsuaw. You understood, of course, that the rates that they 
were permitted to charge for the carriage of the mail at that time were 
to be suflicient as to meet their needs and carr vy them along financially. 
Is that not true ¢ 

Mr. McCormick. That was correct. 

Mr. Hinsnaw. Yes. Consequently it was a good bankable loan to 
be paid within a time limit, assuming that the carrier was economically 
and efficiently operated, and so forth. Is that not so? 

Mr. McCormick. Yes; and I think in this case, that some airlines 
have difficulty in raising money and others do not. I think that it 
comes down to the long-term prospect of the airlines. 

Mr. Hinsuaw. That is correct. Now, what are the long-term pros- 
pects of these subsidized air carriers, the fifty-odd under this proposal 
that you have made, in which the Civil Aeronautics Board must 
justify before the Appropriations Committee each year, the amount 
of appropriations requested for subsidy—and you, of course, under- 
stand the operation of the Congress and know perfectly well that an 
ordinary appropriation is subject to reduction by the Appropriations 
Committee and the House and the Senate likewise. Is that not true ¢ 

Mr. McCormick. Yes; and we are certainly not going to get up 
before you here, Mr. Hinshaw, and advocate that the Congress write 
any more blank checks. That is not the way we think it should be run. 

Mr. Hinsnaw. Of course, in the establishment of mail rates in the 
past, those mail rates have been good until changed and were good 
until changed for good and sufficient reasons. Is that not correct 4 

Mr. McCormick. I am not familiar with that. I assume that is 
correct. 

Mr. Hinsuaw. Well, we are talking about changing the present 
conditions into something else in the future. You certainly ought to 
be familiar with the present if you are going to talk about the future. 

Mr. McCormick. Well, there are a great many details in these mat- 
ters, obviously, and T cannot keep them all in my head. 

Mr. Hrxsunaw. Well, that is very important, because we have to keep 
them in our heads in considering this legislation. We just wanted to 
be sure that you are having the same background of knowledge that 
this committee is supposed to have. That is the only reason I bring 
that question up. But, I repeat again, as one with banking training, 
would you make a loan for the purpose of purchasing equipment, to 
an air carrier which had no certainty of its future ‘ 

Mr. McCormick. You loan—that is the normal thing in banking. 
You loan to new businesses, hoping that they are going to make a 
profit. You loan to railroads. Their business fluctuates. You loan 
to textile companies. Their business fluctuates murderously. It is 
the normal thing. That is what the business is for, surely. 

Mr. Hinsuaw. You would make such a loan / 
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Mr. McCormick. Under certain conditions I would think so; under 
certain other conditions you cannot. But, I cannot sit here and speak 
for the Chase National Bank or any bank. I do not represent them. 

Mr. Hinsuaw. I do not ask you to speak for them. I am asking 
you to speak for yourself. 

Mr. McCormick. I cannot say. I would be in quite a different 
position. One is in quite a different position when one is in the bank- 
ing business. You have got so much money to loan, to use for com- 
mercial loans, so much for Government bonds, and you have certain 
other kinds of loans that the examiners do not approve and certain 
others that they do. I cannot answer that question for a bank. 

Mr. Hinsuaw. Obviously there is no sense in my pursuing the 
question any further. I simply thought with the experience that you 
had in the banking business that you would be able to state whether 
or not you could make or would make such a loan of depositors’ money. 

Mr. McCormick. No; I certainly cannot state it. I would be very 
much surprised if you would find any banker who could state it. They 
deal only on an item by item basis. 

Mr. Hinsuaw. That is correct. 

Mr. McCormick. And would treat every airline differently; con- 
sider the management; the long-term prospects; the value of the 
investment. I do not think, Mr. Hinshaw, you can expect a categori- 
cal answer on that question. 

Mr. Hinsuaw. | will not pursue the question any further, Mr. 
Chairman, 

Mr. Beckworrn. Mr. Heselton, did you have any questions? 

Mr. Hesevron. I have no questions, 

Mr. Becxworrnu. I have three letters here which without objection 


will go into the record at this point. The first one is from Ray & 

Ray, airline consultants, Washington, D. C. The next is from Mr. 

J. P. Shields, grand chief engineer, Brotherhood of Locomotive Engi- 

neers, Cleveland, Ohio, and the third from Mr. George M. Harrison, 

grand president, Brotherhood of Railway Clerks, Cincinnati, Ohio. 
(The letters referred to are as follows :) 


Ray & Ray, AIRLINE CONSULTANTS, 
Washington 5, D. C., March 31, 1952. 
Mr. RosBert Crosser, 
Chairman, House Interstate and Foreign Commerce Committee, 
House Office Building, Washington, D. C. 

Dear Mr. Crosser: In our letter of March 19 we informed you that the presi- 
dents of the local service airlines would be meeting here in Washington on the 
27th, and, as a result of their discussions, might want to testify before your 
committee on the matter of air-mail subsidy separation in addition to the testi- 
mony given by Mr. Stuart Tipton, of the ATA. This is to advise you that no 
additional time will be requested. 

The local carriers felt their position has been made known in sufficient clarity 
for the committee to understand their problems. In addition to Mr. Tipton’s 
statement their position was given in testimony presented to the Senate Inter- 
state and Foreign Commerce Committee by the undersigned. 

Their position briefly stated is that they favor separation to the extent that 
the Congress and the public can know the amount of the support payments. But 
separation should be accomplished in a way that will not impose additional 
burdens on the carriers making it more difficult for them to complete the task 
of establishing the so-called second level of aur air-transport system. 

The principal danger they see is that much of the legislation that has been 
proposed would put the carriers who serve the smaller, less profitable cities and 
towns on a year-to-year basis. These carriers have been operating under a 3- 
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year temporary certificate, which has made it difficult for them to obtain finane- 
ing, adequate equipment, etc. It is important that the stability of these car- 
riers be not further impaired. 

It was the feeling of the group that they could rely on your committee to 
work out the details of bolstering the stability of these carriers under separation 
legislation so they can continue to do their job of bringing the benefits of air 
transportation to the smaller cities and towns of the Nation. 

Sincerely yours, 
(Signed) JAMEs G. Ray, 
(Typed) Ray & Ray. 


iS ceetieieaiieimnamitimmandt 
BrorHerHoop LocoMorTive ENGINEERS 


Grand Office, Cleveland, Ohio 


WASHINGTON, D. C., March 21, 1952. 
Hon. Roperr Crosser, 
House Office Building, Washington, D. C. 

My Dear Mr. Crosswr: The Brotherhood of Locomotive Engineers has regis- 
tered approval of the various bills now pending before your committee in regard 
to the separation of subsidy from compensatory air-mail payment. We there- 
fore wish to express our appreciation for the interest you have taken in these 
measures, 

We recognize that our support of these bills thus far has left unanswered cer- 
tain questions which are raised in connection with the special problems involved 
in applying the separation principle to American-owned earriers operating out- 
side the continental limits of the United States in competition with highly sub- 
sidized Government-owned foreign airlines, 

It is our understanding that these particular airlines are engaged in a struggle 
for survival against their foreign competitors, and that some consideration may 
be given the proposal to apply the separation principle in the international field 
in such manner as would permit the United States Post Office Department to 
compensate foreign airlines at a higher rate than would be paid the privately 
owned American airlines for performing the same air-mail service. 

Such application of the separation principle would, in our opinion, place the 
United States Government in the position of contributing an unfair advantage 
to the foreign carriers at the expense of the American airlines and the American 
employees Whose livelihood depend upon the competitive ability of their airline 
employers. 

We therefore suggest that extreme care should be used in applying the 
separation principle in the international field to insure against the possibility of 
having this measure operate an injustice upon the American airlines and their 
employees, and weaken an important segment of the national transportation 
system. 

Sincerely yours, 
J. P. SHIELDS, 
Grand Chief Engineer. 


BrorHerwoop or RAILWAY AND STEAMSHIP CLERKS, FREIGHT HANDLERS, EXprEess 
AND STATION EMPLOYEES 


Grand Lodge, Cincinnati, Ohio 


WASHINGTON, D. C., April 1, 1952. 
Hon. Rorerr Crosser, 
Chairman, Interstate and Foreign Commerce Committce, 
United States House of Representatives, 
House Office Building, Washington, D. C. 

Dear Mr. Crosser: As vou know, our Brotherhood has been a vigilant and 
articulate supporter of the principle of separation of payment for carriage of air- 
mail from subsidy given to the carriers. We are in sympathy with this purpose 
since we believe the taxpayers of the country are entitled to full information 
on this subject. 

We understand that some question exists as to Whether the separation should 
be made appliacble to air transportation outside as it is to transportation within 
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the United States. Special problems obviously exist here since our carriers 
compete directly with highly subsidized and completely Government-owned 
foreign lines. We believe that great caution should be exercised with reference 
to international separation to make sure that it is done on a basis that does not 
unfairly prejudice United States-flag carriers as against their foreign compe- 
titors. 

We understand it has been suggested that the United States would pay less 
for carrying its mail to American-flag lines, using American labor, than it would 
be willing to pay foreign lines under an international treaty to which our Govy- 
ernment is a party. We think this proposition grossly unfair. Any such dis- 
crimination would react adversely, not only to American-flag carriers, but also 
to their employees whose welfare is inevitably dependent upon the carriers’ 
being allowed to charge a fair price for all their products, including the carriage 
of United States mail. 

Very truly yours, 
G. M. HARRISON, 
Grand President, Brotherhood of Railway Clerks. 


Mr. Beckworru. The committee will stand in recess until 2: 30 p.m. 
(Thereupon, at 12:25 p. m., the committee took a recess until 2:30 
p. m. of the same day.) 


AFTERNOON SESSION 


(The hearing was resumed at 2:30 p. m., upon the expiration of the 
recess. ) 

Mr. Beckworrn. The committee will come to order. 

We will hear Mr. Slick first this afternoon. 

We do want to have this understanding, if we can. At least one of 
our members, if not more than one, is very anxious to have the privilege 
of hearing all the statements. He cannot be here this afternoon be- 


cause of some work on the floor of the House. But we thought we 
might let you go ahead and give your statement and then be subjec t 
to some questioning in the morning at 10 o’elock. 

Can you be back here at 10 o’¢ ‘loc k in the morning, Mr. Slick? 


STATEMENT OF EARL SLICK, CHAIRMAN OF THE BOARD, 
SLICK AIRWAYS, INC. 


Mr. Stick. Yes, sir, I believe I could. 

Mr. Beckworru. We will get your statement out of the way, then 
those members interested will have an opportunity to read your state- 
ment, and then if they desire to question vou, they can do so in the 
morning at 10. The committee will appreciate that. 

Mr. Suck. All right, sir. 

Mr. Chairman and members of the committee, my name is Earl 
Slick. I am at the present time chairman of the board of Slick Air- 
ways, Inc. I appreciate the opportunity of appearing before this 
committee for the second time to testify with respect to the separation 
of subsidy from mail pay. 

I understand that Stuart Tipton, general counsel for the Air Trans- 
port Association, made the statement before this committee that we 
were not concerned with mail rates because we don’t carry mail. Iam 
here to assure you that the three airlines which are certificated to carry 
freight and freight only, namely, the Flying Tiger Line, U. S. Air- 
lines, and Slick Airw: ays, are very much interested in the progress of 
legislation before Congress looking toward the separation of subsidy 
from mail pay. 
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These three airlines are certificated to carry freight, operate a fleet 
of 66 aireraft—and have $14 million worth of new equipment on 
order—employ some 3,500 people, and carried last year 100 million 
ton-miles of air freight domestically which was as much as all 16 
trunkline carriers hauled in 1951 and as much as American, United, 
TWA, and Eastern hauled in passengers, mail, and express in 1941, 
Our interest in subsidy separation stems from a history of uneven com- 
petitors for air freight and the competitive possibilities which are 
inherent in a system under which hidden subsidy is paid to the passen- 
ger carriers who also carry freight. 

At the present time revenues from the passenger business are sufli- 
ciently high to enable the transcontinental passenger carriers to make 
up losses incurred in the freight business without resort to the United 
States Treasury for help, and the subsidy factor in the competitive 
situation for air freight is not so important. In the past, however, 
it has been of major importance, and under a system in which subsidy 
is not separated from air mail it could be important in the future if 
bad times follow the present good ones. We can’t compete with the 
United States Treasury and we are hopeful that we will never have 
to again. 

That is one reason why we are interested in the separation of sub- 
sidy from mail pay. In addition to this reason, which might be de- 
seribed perhaps as a selfish one, there is another reason. Those of 
us who have spent the last 6 vears attempting to develop unsubsidized 
airlines are convinced that the very absence of Government subsidy 
has been in many ways a main source of our strength. We are con- 
vinced that our companies are leaner, harder, and stronger today 
because we have had to live off of our commercial revenues. We 
firmly believe that the ultimate elimination of subsidy from aviation 
should, in the public interest, be everybody's goal. The segregation 
of the subsidy element in mail pay is a necessary and proper first step 
toward this goal. Besides, good government requires that if subsi- 
dies are to be paid, they should be paid in known amounts, for known 
purposes, and paid through the agency responsible for the subsidy. 

Of course, the only separation of subsidy from mail pay which will 
do the job must start with a sincere effort to determine a compensa- 
tory rate for the cariage of mail. As has been said before, it is inter- 
esting to note that no one opposes separtaion on any argument based 
on principle. Noone now contends that the present system of lumping 
subsidy and mail pay is justifiable or desirable on the basis of any 
public-interest argument. The opponents of true separation instead 
go along in principle with the separation idea and give lip service 
to it but conduct the real fight against it by means of delay and 
confusion. 

Frankly, it seems to me that the statement of the ATA spokesman 
before this committee is an excellent example of an attempt to defeat 
true separation through confusion. He agrees that separation is 
desirable, but says that the only controversy has to do with how it 
should be done. As near as I can determine, the ATA view as to how 
it should be done, in fact, comes down to this: “Base compensatory 
rates on anything you want except the cost of rendering the service.” 
In support of this view, a whole series of oft-repeated arguments are 
made as to why costs of the various services rendered by the airlines 
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‘annot be determined. In addition, the statement raises what, in my 
opinion, are wholly unreal practical arguments against the use of a 
cost standard for determining the compensatory mail rate. 

In the last analysis, separation is achieved when mail rates are set 
by customary pricing methods with no attention paid to the over-all 
revenue needs of the companies. In business, the price of a product or 
the rate for a service is determined by the interplay of two factors: 
First, what must the producer get for his product if he is to make a 
profit on it? Second, how much will the buyer pay, or what will the 
traflic bear? The first test is obviously the cost test ; the second is what 
is referred to as the value of service test. The cost test usually puts 
the floor under the rate or price; the value of service test usually puts 
the ceiling. 

In the case of mail pay, the value of the service idea is completely 
and obviously meaningless. There is no market value for the mail 
service because Uncle Sam. is the only purchaser and there is no com- 
petition for the business. Parenthetically, I should say that the closest 
market value comparison would be the air-freight business where not 
only the commercial shipper but the Government as well is buying 
every day for some 15 cents a ton-mile a similar service to what the 
Post Office Department now gets. 

With no meaningful market-value test, the cost basis is the only 
measure of what is the proper rate for mail. In business, manage- 
ment decisions are based every day on allocation problems much 
tougher than those presented here. The files of the Interstate Com- 
merce Commission, the Federal Power Commission, and the Office of 
Price Stabilization are full of applications for rate and price increases 
predicated upon an allocation of costs for making a particular product 
or for rendering a particular service. 

There is no separation of subsidy and mail pay unless a compensa- 
tory rate for mail, that is, a rate based on cost of rendering the mail 
service, is established. 

There is one other aspect of the separation problem that should be 
mentioned. Many alleged advocates of separation say, “It is all right to 
separate subsidy from mail pay, but be sure that no provision goes into 
the law that lets any certificated carrier other than a mail carrier apply 
for subsidy.” 

In my judgment this position has no logical or practical justifica- 
tion. If subsidy is not to be paid through mail pay, there is no 
earthly reason why subsidy should be related to the carriage of the 
mail, 

A provision relating subsidy to mail carriage creates some new 
problems and solves no old ones. Under such a law the Board cannot 
* grant the right to carry parcel post or mail to a new carrier no matter 
how much the Post Office Department needs and desires this service 
without making the carrier eligible for subsidy. In this connection, 
Chairman Nyrop has expressed the disinclination of the Board toward 
making any new carriers eligible for subsidy. Thus the provision tying 
subsidy to the mail certificate could prevent the Post Office Depart- 
ment from obtaining needed additional service, although once sub- 
sidy is separated from mail pay, there is no connection between the 
mail service and the subsidy. Likewise, if the Board were to decide 
to certificate a carrier for a new type of service unrelated to the mail 
and were to decide that the new service had to be subsidized in its 
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infancy, the subsidy could be only granted if the Board went through 
the senseless step of certificating the carrier to ¢ arry the mail. 

While complicating the Board’s problem in granting authority for 
new mail service, or in eeiieng new carriers, this provision tying 
subsidy to a mail certific: » accomplishes no useful purpose. 

In my judgment, H. R. 508 would, if enacted into law, enable the 
CAB to do the job. In providing for the establishment of mail rates 
which do not exceed “the reasonable and necessary cost to the car- 
rier * * including a fair return,” it sets the proper stand- 
ard. A clear mandate is given the CAB, yet adequate discretion is left 
to the CAB. In further providing that the CAB shall “prescribe 
standards by which air carriers * * * shall allocate receipts from, 
and expenditures for, the air transportation services rendered by 
them.” H. R. 508 gives recognition to an important aspect of this 
problem. The selection of allocation standards which will be applied 
consistently in costing all of the services is not only long overdue but 
is an obvious prerequisite to the costing of any one of them. In 
authorizing the Board to subsidize any certificated carrier, H. R. 508 
eliminates the illogical tie between mail and subsidy. 

We wholeheartedly support H. R. 508 and respectfully urge its 
prompt enactment. 

Mr. Beckwortnu. Any questions? Mr. Dolliver? 

Mr. Dotiiver. You make the assertion in your statement that you 
have just read, that your carrier and others in the same field are 
carrying freight for approximately 15 cents a ton-mile. 

Mr. Svick. Yes, sir. 

Mr. Doiitver. I assume that is on the basis of the contract carriage ? 

Mr. Suick. No, sir; we are a certificated carrier and run on a com- 
mon carrier basis on regular schedules. 

Mr. Douuiver. I did not quite understand that. 

Mr. Suck. We were certificated by the CAB as a common carrier. 

Mr. Dotiiver. As a common carrier / 

Mr. Suick. Yes, sir. And we operate regular schedules to regular 
stops. 

Mr. Dotitver. Well, now, how do you arrive at that rate of 15 cents 
aton-mile¢ Is that a uniform rate all over the country, regardless of 
the distances, or the destinations ? 

Mr. Suick. No, sir; that is the average rate of return on our total 
business. 

Mr. Dotiiver. That is the average rate ? 

Mr. Suick. Yes, sir. There are provisions allowed, like there are 
in most forms of transportation, for the smaller package and the 
short hauls, and for the larger shipments and the longer hauls. 

Mr. Douuiver. I suppose you engage in the carriage of such items 
as weekly magazines / 

Mr. Stick. To some extent. The general commodities of the air- 
freight business have really reached almost every industrial field now. 
When we started out, it started with wearing apparel and flowers 
from California as the two major commodities, and in almost every 
industry the services of the two major carriers are used. Right now 
the principal shippers are the automobile companies. That is the 
largest shipper, and they represent about 90 percent of our business. 

Mr. Dotriver. You do not mean to say you ship completed auto- 
mobiles? 
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Mr. Suick. No, sir; but we ship a lot of automobile parts for pro- 
duction lines that are established all over the country out of Detroit 
and other centers. 

Mr. Douiiver. I suppose mostly lightweight parts that lend them- 
selves effectively to air transportation 4 

Mr. Suick. Not necessarily so. There are a lot of other savings, 
in warehousing, production shut-downs, and packaging, that also 
enter into the total cost of the movement, and we a lot of time ship 
fenders or bumpers or things that you would hardly imagine going 
by air freight. And it is really an ordinary shipment to us and to 
the automobile company, that you could consider an emergency in 
respect, but there are some coming out every night. We average 
around 9,000 or 10,000 pounds a night out of Detroit, I would say, 
of automobile parts going all over the country. 

Mr. Douutver. You mentioned the item of warehousing. Would 
vou develop that? How does warehousing come into it in connection 
with your operations ¢ 

Mr. Suck. Well, by using air freight, which is a much faster 
distribution method really, companies don’t have to have such large 
inventories. They can order on fast-moving items from wherever the 
item is produced; in New York, if they are supplying to the west 
coast, and have it there next moring by air freight. The rates are 
really comparable to air-express rates, even in dollars and cents, not 
taking in all the additional savings that you get. But money tied up 
in transit and warehousing is a very important factor, and also 
packaging. We have found some instances where they can take an 
item that is going by rail freight, carload rail freight, today, and 
eliminate the heavy packaging that is used, and ship it by air freight, 
and save money on actual cost. 

Mr. Dotutver. That is because the handling is so much more care- 
ful in the air freight ? 

Mr. Suick. That is it. And the trip in the airline is overnight 
coast to coast, and not subject to any severe difficulty along that line. 

Mr. Dotuiver. Does your concern, and do those similarly engaged 
in air freight, serve on regular schedules ? 

Mr. Suick. We serve approximately 32 cities in a regular schedule 
daily service. They consist of cities in the east coast, Middle West, 
Texas, and California. 

Mr. Dotirver. Do you have any international operations ? 

Mr. Stick. No, sir: we don’t. We are a purely domestic carrier. 
We do an awful lot of our business concentrating on the international 
freight by tying in with either Pan American or KLM or whatever 
carrier is going. It has grown to be a larger percentage of our busi- 
ness. But it is all on an interline basis. 

Mr. Douiiver. Do you carry air express in the ordinary sense of the 
term as we know it / 

Mr. Stick. No, sir. We asked the Civil Aeronautics Board to be 
permitted to sign a contract with the Railway Express Agency, and 
they also requested that permission. It was denied when we were 
given our certificate, because they were afraid that it would hurt the 
existing airlines. We feel that we could handle a good part of that 
business at a lot lower cost than it is being handled at today. 

Mr. Dotiiver. What kind of planes do you use in your operations ? 
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Mr. Surck. At present we are operating three new DC-6A’s, which 
is the new freight version of the DC—6. It is a little larger than 
earlier versions. And we are operating about 23 C+46 airplanes. 

Mr. Dotiiver. What is the profit load capacity, of each of those 
planes? 

Mr. Suck. The DC-6A will carry 30,000 pounds payload, and the 
C46 will carry 11,500. 

Mr. Hesevron. I have a list here from the Civil Aeronautics Board, 
indicating that as of July 16, 1951, there were 51 certificated mail car- 
riers, and there were 16 certificated nonmail carriers, and your 5 lines 
are grouped with that number. There were 87 large irregular carriers 
and 2d air-freight forwarders. 

Do you happen to know whethe there has been any significant change 
in those numbers since July of 1951? 

Mr. Suick. I don't think so. I am sure there hasn’t been any sub- 
stantial increase as far as the certificated carriers are concerned. 

Mr. Hesevron. In line with your point about eligibility, your line 
has, and I think the other regular nonmail carriers also have, par- 
ticipated rather extensively, relatively speaking, in the Federal Goy- 
ernment defense work. I do not want to ask you for anything that 
has not been disclosed or which should be off the record, but if you 

can give us any idea of the general extent of your participation by the 
noncertificated lines, as contrasted with the certificated lines, I would 
like to have that in the record. 

Mr. Stick. Yes, sir. I can give vou some figures on that. 

Iam not familiar with the passenger list that was provided by the 
different carriers since the Korean war started. However, I believe 
there are records that have been made available also to CAB on the 
freight lift provided by the various categories of carriers. And I 
believe that these figures that I am going to give are approximately 
right. 

In 1951, of the 7,447,896 pounds of freight carried for the Air Force, 
the three carriers, the Tigers, the United States, and ourselves, carried 
approximately 6,000247 pounds, and the ATA carriers 1,200,000 
pounds, 

Mr. Hesevron. That isa ratio of 6 to 1, approximately. 

Mr. Suick. Approximately. 

Mr. Hesevron. Your plans and the plans of the other freight car- 
riers lend themselves, as I understand it, to rather inexpensive and easy 
conversion over into carriers that are needed by the Air Force. 

Mr. Srick. Fundamentally, they are the same, exactly the same, as 
a troop carrier, or a freight plane that would be used in the Air Force. 
We ordered and were the first carrier to order this DC-6A. At the 
same time, the Navy and the Air Force ordered some planes for their 
airlift, and they were exactly the same almost in every respect. The 
floor has to be heavy. The doors have to be big. Neither one of them 
are ideal freight planes, but certainly the requirements are similar. 

One of our main requirements is low cost, and, of course, in some 
cases, that is not too important to the Air Force. But I think they 
are closer than any commercial plane could be to the Air Force require- 
ments, 

Mr. Hesevron. In relation to what you charge the Defense Depart- 
ment for carrying so many pounds of freight, can you tell us any- 
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thing about the comparison in terms of what is charged generally for 
carrying so many tons of mail? orED 

Mr. Stick. Well, we operate one contract with C—46’s for the Navy, 
and as I remember their average cost per ton-mile came out at between 
11 and 12 cents. The lowest mail rate is 45 cents a ton-mile, and that 
has just recently been reduced for the big four carriers. It was 60 
cents. 

Mr. Heseiron. Does the Navy operate your planes? 

Mr. Suick. We do the loading, unloading, billing, carry the stuff, 
furnish the pilots, the gasoline, maintenance, and everything. 

Mr. Hesetron. So that it is an over-all operation at a cost of 11 
cents per ton-mile ? 

Mr. Suick. Yes, sir. 

Mr. Hesevron. And you still feel you are making a fair and reason- 
able return. 

Mr. Stick. We have been. We made almost a half million dollars 
in the last 2 years. 

Mr. Hesetron. Have you available the comparative mileage of the 
Gperations of the mail carriers and the nonmail carriers of the coun- 
try, domestically ? 

Mr. Stick. I don’t believe that I have that available. I can cer- 
tainly furnish it tomorrow morning, if I return for questioning. 

Mr. Hesevron. I would like to have that, Mr. Chairman. 

Mr. Stick. You would like the miles per month of the two carriers? 

Mr. Heserron. The last available figures per month. By the way, 
could you give us an idea of the actual planes owned and operated 
now, domestically, by the mail carriers and nonmail carriers / 

Mr. Suick. I will try and get that, too. Iam not familiar with those 
figures. 

Mr. Hesevron. That is all, Mr. Chairman. 

Mr. Wotverron. With the experience that you have had as a cargo 
carrier, What, if any difference is there or should there be in the 
cost of transporting cargo such as you do, and transporting mail in 
bulk? 

Mr. Stick. I don’t think that there is any question about the cost 
of handling cargo as considerably above the cost of handling mail. 
In cargo, you have to solicit the business in the first place. It is a 
fairly competitive field. You have to bill it when you get it. You 
have to arrange for the pick up and delivery first to get it to the air- 
port. You have to bill it after it gets there. You have to load it 
on the planes, weigh it and load it on the planes. You have insurance 
cost in connection with it. And hardly any of those services are per- 
formed for mail. I don’t believe there is any question about cargo 
being more expensive to handle than air mail. 

Mr. Wotverron. Having in mind all those elements that you have 
just referred to, what is your average cost per ton mile? Fifteen 
cents ¢ 

Mr. Stick. Our average return per ton mile is between 14 and 15 
cents, and our average cost is between 12 and 14 cents. 

Mr. Wotverron. So that the first figure you gave includes a profit. 

Mr. Suick. Yes, sir. 

Mr. Worverton. What is the charge for comparable transportation 
of mail under the rates that have now been fixed ? 

Mr. Stick. About the only way, sir, I believe you could compare 
that, is to take one of the big four carriers, which represents the big 
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part of the air-mail movement today. We are a transcontinental 
carrier. They are a transcontinental carrier. We go to Texas, and 
American goes down there. And although they have a few more 
stops than we do, their charge to the Post Office is 45 cents a ton-mile. 

Mr. Wotverton. Would the four or five extra stops that they make 
account for any considerable part of the difference between your 
charge for cargo and their charge for mail? 

Mr. SLick. Well, I think this is the situation as to the real difference 
in the cost. They had this Big Four mail hearing, the CAB did, 
last year, which we participated in. And the real difference bet ween 
the 45 cents and our 15 cents, say, is a difference in the cost of operation. 
We are operating in a different type of business than they are, and 
our operating costs are very much lower than theirs. And the 45 
cents, although we feel it has a substantial amount of subsidy still in 
it, is not too awfully far away from their cost. 

Mr. Worverton. What is the basis of the difference in cost in the 
type of transaction that they carry on and that which you carry on ¢ 

Mr. Suick. Well, there are several fundamental differences, I be- 
lieve. Really, our main point in getting into the freight business— 
we considered it an entirely different business than the passenger 
business. It is like the Greyhound Bus and some truck lines. And 
our company Was set up as a trunk-line operator. We knew that we 
couldn't have high overhead. We knew that we had to be set up 
just to handle the freight. And we didn’t get any subsidy. That 
certainly enters into it. These other airlines have been on more or less 
a cost-plus basis for a long time, and you can get pretty inefficient 
on that basis. Even the subsidy that they have gotten has been hid- 
den. No one knows exactly what their costs are and how much of 
it is subsidy; so they haven't even had to account for that too much. 
So all of those factors contribute to the difference in cost. 

The CAB has examined the cost. We were in a rate war with them, 
and the CAB examined our cost and their cost, and in the Big Four 
mail case they examined the costs again, and I don’t think there is 
too much question about that now. 

Mr. Wotverron. Assuming for purposes of comparison that you 
eliminate the passenger feature of the Big Four, what, if any, ele- 
ments exist in the carrying of mail, as mail, that would explain the 
difference between 15 cents for cargo and 45 cents for mail ¢ 

Mr. Stick. I don’t believe that there are any elements that exist. 
I believe that cargo as traffic is more expensive to handle. The air- 
lines will tell you that it is because of priorities as one reason. Well, 
that was discussed thoroughly in the Big Four mail case, and T think 
there were very few instances where the Post Office Department in- 
sisted on priorities where it cost the airlines anything. I think that 
is very much overrated as one of their excuses for the difference in 
cost. And the other is the number of cities served. Most of those 
cities—I am not talking about the feeder lines now, because they have 
an entirely different problem, but I am talking about one of the Big 
Four mail carriers—-in most of those cities they requested to increase 
their volume of passenger traffic. The Post Office Department didn't 
request them to go in for the postal service. And of course, CAB, 
if they gave them the passengers, also gave them the mail and express 
to serve that point. And in the studies that we have made on it, most 


9R025—h2 22 





348 AIR-MAIL SUBSIDIES 


every city that the Big Four serve produces something of additional 
revenue over cost. There are a few of them, of course, that are los- 
ing money, but the CAB is talking about turning those cities now over 
to the feeder airlines. 

Mr. Worverton. Do you feel that the cost that is figured for carry- 
ing mail takes into consideration costs of operation which might 
more properly be attributed to passenger traffic / 

Mr. Stick. No. I don’t believe so. I think in this Big Four mail 
case, talking about allocating costs, we worked out a very thorough 
cost study on the Big Four mail carriers, and the CAB did, too; it was 
very thick, and a lot of people worked on it. And we came up with a 
very little different answer, except that the CAB treated freight as an 
added cost and we treated it as an allocated cost, which made a dif- 
ference of, I think, 4 or 5 cents. 

But I believe that within that range, you are talking about prac- 
tically what their cost is on a fair basis. 

Mr. Wo.verron. I have in mind what you stated in your pre- 
liminary answers there was a cost that you entered into carrying 
cargo, that does not exist with respect to mail. 

Mr. Suick. Of course, that has been one of the main reasons why 
I say selfishly we are interested in the separation; because we feel 
that American Airlines or United or TWA or any of the Big Four 
have freight costs that are up 40 cents a ton-mile or 45 cents a ton-mile. 

Mr. Wotverton. I was just going to ask you the question as to what 
is their rate for transportation of cargo, or express, if there is any dif- 
ference, as compared to your over-all average charge. 

Mr. Suck. Well, the rate history really in the freight field is fairly 
long, and, as I would say, was in a rate war for several years. We got 
down to 1084 cents with American Airlines at one point. But wher- 
ever we are concerned, the rates are competitive. And they have cut 
our rates many times, away down to 15 cents and below, since we 
have been in business, and we feel that they have made up tremendous 
iosses. We had big losses, but they made up tremendous losses out of 
mail pay and Government subsidy, when they were getting 60 cents 
a ton-mile for mail, and they are getting 60 cents a ton-mile for air 
express, which was noncompetitive, and they were getting 60 or 65 
cents a ton for passengers. And we were down from 1084 to 15 eents 
range all the time in air freight. 

Mr. Worverton. Does the Big Four or does any member of the 
so-called Big Four carry cargoes similar to that which you carry / 

Mr. Suick. Yes, sir: it has been a very competitive field. 

Mr. Wotverron. Between those points where there is competition 
between the leading airlines and your operation, what, if any, dif- 
ference of costs exists in the charge for transportation / 

Mr. Stick. Where there is competition, there is a lot of difference in 
the costs of the carriers performing the service. Their costs are up 
40 or 45 cents, and ours are 15 or 14 cents, and yet the rates are exactly 
thesame. They have big air freight losses. There is no question about 
it. They have had them ever since they have been down in that range 
competing. And they are either making them up through subsidy 
in mail pay or too high passenger fares or too high express fares. 
That is why we think that the cost allocation is so important, to find 
out where they are getting it. 

Mr. Wetverron. If they carry cargo in competition with you at a 
price similar to yours, what justification is there, then, for paying 
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three times as much because it happens to be mail, as to which there 
is no competition 

Mr. Suick. That is one of the justifications. Of course, as I say, 
I think they can justify fairly close to the figure they are getting on 
a cost basis. I think it is 5 or 7 cents a ton-mile too high, but within 
that range, I think they can justify it. But what I would like to know 
is how they can justify it at 13 cents, 14 cents, and 15 cents a ton-mile 
inthe freight business. 

Mr. Wo.vertron. Probably by the necessity to meet competition. 

Mr. Suick. Well, that is fine. But as long as the mail subsidy 
doesn’t pay that difference, if we are a more efficient carrier, if we 
can operate at a lower ton-mile cost, their stockholders ought to have 
to pay the difference on the loss that they are taking. 

Mr. Wotverron. That is what I would like to know. If you are 
able to do it at the price you charge without any subsidy, without any 
mail assistance, then, why is it necessary for them to have it in their 
mail, ff it is not necessary for you to have it in your mail pay ‘ 

Mr. Suick. We don’t want any form of subsidy, sir. 

Mr. Wotverton. I wonder, though, about the justification for it. 

Mr. Suick. I don't think there is any justification. 

Mr. Wexiverron. It seems to me to be a pattern that does not fit 
together very well. 

Mr. Suick. I don’t think it does either. 

Mr. Woxrvertron. That is all, Mr. Chairman. 

Mr. Hesevton. In line with one answer you gave, did you say you 
participated in the Big Four case ¢ 

Mr. Suick. Yes, sir. 

Mr. Hesevron. I understood you to say that there were certain 
cost allocations developed, a study made and submitted to the CAB. 

Mr. Suck. Yes, sir. 

Mr. Hesevron. Is it true that the Big Four, then, have actually done 
the cost-allocation job as between passengers and baggage, freight, 
express, and mail ¢ 

Mr. Suick. Well, the CAB did and we did. Eastern Air Lines, I 
believe, presented an exhibit with cost allocation that showed that 
their mail costs were 50 or 55 cents. And I am not certain, because 
the case was never concluded, but I think an agreement was reached 
during the proceedings. We made a very thorough cost allocation on 
each carrier for each year from 1947 through 1949, and determined 
their freight costs and their mail costs and their passenger costs, and, 
as I said, it came out very near to what the CAB, the staff, came out 
on those costs. 

Mr. Hesevion. Would you mind stating, if you can, what the cost 
of that study was for those four lines ¢ 

Mr. Suck. Yes, sir, | would be glad to. 

The way we treated this was to consider freight as one of their 
services. Because we feel that freight is going to be a big industry, 
probably the biggest part of the aviation industry in the not too 
distant future. and we feel that it should stand its part of the total 
cost, overhead, and any services directly attributed to air freight, and 
it shouldn't be based on an added cost theory, that “the planes are 
flving, so let’s throw the freight in anyhow.” And the Civil Aero- 
nautics Board in their studies based freight as an added cost. So 
consequently we came out 3 or 4 cents a ton-mile different. 
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I have it for 1947, 1948, and 1949, for all three carriers, but I will 
take 1949 and the American Airlines. On their regular combination 
flights, their mail cost, 40.31 cents a ton-mile. Their freight, 46.61 
cents. Express, 40.27 cents. Passengers, 53.04 cents. On their all- 
cargo flights, we had mail at 30.79 cents, freight at 32.63 cents, express 
at 30.77 cents. 

For Eastern, their mail on the combination flights, 43.13 cents, 
freight 52.76 cents, express 45.22 cents, passengers, 56.98 cents. On 
their cargo flights, mail 80.50 cents, freight 83.51 cents, express 80.62 
cents. Coach flights, mail, 36,05 cents, freight 42.11 cents, express 
35.71 cents, and passenger 47.95 cents. 

Mr. Hesevron. May Linterrupt/ If I grasp the situation, you have 
three or four pages giving the full detail. 

Mr. Suickx. Yes, sir. We have a whole book of it. 

Mr. Hesevron. Well, I do not want the whole book, but for how 
many vears was it you made the study / 

Mr. Surcx. For 1947, 1948, and 1949. e 

Mr. Hesevaon. Then for those 3 years, three pages from that 
document you are reading from would give us the complete story 
as to your cost studies ¢ 

Mr. Suick. Yes, sir. 

Mr. Hesevron. Mr. Chairman, that is not very much material, but 
I think it is mighty important. I would ask that it be inserted in 
the record at this point. 

Mr. Beckwortu. Very well. 

Mr. Hesevron. I am glad you interpreted my question as you did, 
because I didn’t know you had that. 

Mr. Beckwortn. How much material is it? 

Mr. Suick. Three pages. 

Mr. Beckworrn. Without objection, it will be inserted in the 
record, 

(The material referred to is as follows:) 


Taste 10-A.—1947: Big Four carriers—Cost per revenue ton-mile, by class of 
service 


[Cents] 


Mail Freight Express | Passenger 


AAL 
Regular combination flights ‘a 49. 25 
All-eargo flights ¢ 52. 09 


Average, all flights 50.31 
EAL: 
Regular combination flights 
All-cargo flights 
Average, all flichts- 
TWA: 
Regular combination flights 
All-cargo flights 
Average, all flights 
UAL: 


Regular combination flights 
All-cargo flights 


Average, all flights 
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TaBLE 10-B.—1948: Big Four carriers—Cost per revenue ton-mile, by class of 
service 


{Cents] 


Passenger 


Regular combination flights 
All-cargo flights 


Average, all flights 
EAL 
Regular combination flights 
All-cargo flights : 
Average, all flights 
TWA: 
Regular combinatior 
All-cargo flights 
A verage, all flights 
UAL: 
Regular combination flights 


All-cargo flights 


Average, all flights 


TABLE 10-C.—1949 Four carriers—Cost per revenue ton-mile, by class of 


service 


Freight Express 


A AL: 
Regular combination flights 
All-cargo flights 
Average, al] flights 
EAL 
Regular combination flights 
All-cargo flights 
Coach flights 


Average, al] flights 


TWA 
Regular combination flights 
All-cargo flights = ; 10.77 
Coach flights MO. * iS. 54 
Average, all flights ». 52 0. 42 
UAL: 
Regular combination flights 3 0.17 
All-cargo flights 32. 76 34.30 


Average, all flights 3¢ #6. 40 


Mr. Hesevron. Actually, what I was driving at was the contention 
that has been made in testimony that this job of cost-allocation ac- 
counting that would be required is so enormous, so difficult, and so 
expensive, that Congress would be placing an absolutely impossible 
burden on the lines. 

Were you here when that testimony was given, about something 
like $8 million to install the accounting system and $3 million annually 
thereafter over the present accounting cost ? 

Mr. Stick. IT read Mr. Tipton’s statement, and, as IT say, I think 
it is more to confuse the situation than anything else. We had one 
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qualified accountant work on this, and we have done it two or three 
other times in the past. And cost allocation is no complicated problem 
if they are trying to arrive at the true costs in this. It isn’t that com- 
plicated at all. 

Mr. Hesetron. It occurs to me that the best evidence on that would 
be for you to bring in a complete statement as to how long that 
accountant worked on that job and what it actually cost you in terms 
of his services to do that for three full years for the four lines. 

Would you do that? 

Mr. Suck. I would be glad to, sir. 

Mr. Hesevron. Finally, in connection with your endorsement of 
H. R. 508, there is that final section, section 5, I think, providing for 
a study. I know when I filed a similar bill, and [ feel quite certain 
it was the case when Congressman Kennedy filed H. R. 508, we did it 
in view of the situation that was then existing, relating it back to the 
House action. As a cosponsor, I am not at all certain that a further 
study would develop anything. It seems to me that if the separation 
was undertaken there would be obviously continual supervision of it 
by the CAB, there is no real point in setting up another study. Do you 
have any thoughts on that point ? 

Mr. Suck. I believe that this thought of the study was first intro- 
duced in 1949, 

Mr. Hesevron. Yes. 

Mr. Suick. Since that time, the CAB have done a great deal of 
work on their own in administrative separation. 

Admittedly, the whole situation has to be fluid for a year or two 
until we get the thing tied down. But I feel that they know and 
the airlines know close enough on the allocation theory, where I do 
not see that there has to be any further study at all. 

Mr. Hesevron. Actually what they would be trying to bring out is 
what the CAB has already undertaken in the domestic field and says 
it will have completed by the end of June in the international field. 

Mr. Stick. Yes, sir. 

Mr. Heseiron. That is all, Mr. Chairman. 

Mr. Beckworrn. Mr. Slick, I remember when we talked about 
the condition of freight carriers about 3 years ago, the condition in 
general was mighty bad. Has it improved, do you say, greatly, when 
you consider the fact that the war has intervened? In other words, 
I want to ask it this way: What would the situation have been with 
reference to your company if Korea had not come along, as you see it ? 

Mr. Suick. Well, I think we would have made it, without ques- 
tion. And the reason I say that, the last time I appeared here, we 
had an application in before the CAB for back-haul rates, No. 1, out 
of Texas and California, where all forms of transportation had to 
depend on the back-haul rate concept to balance their load factors. 
All of the other airlines fought that, and delayed it, and it came out 
in, I believe, March of 1950. 

Well, we started making money in March of 1950, That was before 
Korea. We made money in May of 1950. We made money in June 
of 1950. We made money, substantial money, for the quarter before 
Korea. The Tigers were also making money at that time. 

Now, one thing that did help was the back-haul rates that came 
out of the CAB. Second, we filed an antitrust suit in, I believe. the 
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spring of 1950, against the Big Four airlines, or the Big Three, and 
the competitive situation changed markedly after that suit was filed. 
Certainly that had a great deal to do with increase in volume. Our 
volume was building. It built more. And we certainly have had 
fairer competition since that time. 

Mr. Beckwortru. Against whom was the suit filed / 

Mr. Stick. We filed-a suit against American, United, and TWA, 
and ATA, Air Cargo, Inc., for $10 million, and asked triple damages. 

Mr. Beckwortu. What was the outcome of it ? 

Mr. Suck. It is still in the courts. It hasn't been heard yet. 

Mr. Beckworrn. Where in the courts is it now / 

Mr. Suick. It is in the district court in New Jersey, in Trenton. 

Mr. Beckworru. It is in the district court in New Jersey, in 
Trenton ¢ 

Mr. Surck. Yes, sir. 

Mr. Beckwortnu. Mr. Wolverton? 

Mr. Wortvertron. What did you allege? 

Mr. Suickx. We alleged unfair practices in competition. 

Mr. Worverton. Has the case been before the court for some time? 

Mr. Stick. Yes, sir. We filed in the spring of 1950, and one of 
the legal arguments that came up was the jurisdiction question of the 
courts over regulated industry. And it was argued before the court, 
and a decision was brought out in our favor that the courts should 
hear it. It was asked for reargument by the airlines, and it was re- 
argued and is before the court now for decision. 

Mr. Wotverron. Have witnesses been called ? 

Mr. Suick. No, sir. The case hasn't been heard at all, except the 
petition that was filed, and then the legal arguments on jurisdiction. 

Mr. Wotverron. So, it has never gotten a hearing on the merits of 
the case as yet ? 

Mr. Suick. No, sir, it hasn't. 

Mr. Beckworrn. Does it look like you soon will get a hearing on 
the merits of the case ¢ 

Mr. Suick. I don’t know that. sir. It is like the CAB. 

Mr. Beckworrn. When do you expect another decision of some 
kind ¢ 

Mr. Suick. I think there could be a decision on jurisdiction at any 
time, and if there are no other legal technicalties maybe we will get 
it to court. 

Mr. Wotverton. What iudge is it before? 

Mr. Suick. I believe the judge is Judge Forman. 

Mr. Worverron. He is the ranking United States district court 
judge of New Jersey and considered a very good one. 

Mr. Beckwortn. Within the last 3 years, say since 1950, have there 
been any different companies that have entered any segment of the 
freight-carrying industry, or has it been static ? 

Mr. Suick. It is static. We are the largest freight carriers in the 
United States, with American second, and I think the Tigers and 
United are about tied for third. 

Mr. Becxworrn. [ assume from what you said that vou feel like 
carrying freight as an industry will grow quite rapidly in the future. 

Mr. Suick. I don’t think there is any question about it. It has been 
by far the fastest-growing segment of the aviation business since we 
have been in it. and we haven't even scratched the surface. 
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Mr. Beckworrn. As you see it, is it likely to grow with additional 
participation by companies like American, United, and that type of 
company, or by the enlargement of companies like yours, or by new 
companies getting into the field ¢ 

Mr. Stick. I think competition is good for any business if it is on 
a fair basis. Where you are a regulated industry, you do not want to 
go overboard on the number of companies, but-certainly air freight is 
large enough, the potential of it is, where there is room for competi- 
tion. And the main thing we are asking for is fair competition. We 
think this separation of subsidy so that we don’t have to compete 
against the United States Treasury is one of the main elements of 
getting this, fair competition. 

Mr. Becuworru. You probably are familiar with the testimony of 
Mr. Nyrop and with the testimony of Mr. Redding on the subject of 
cost, are you ? 

Mr. Stick. I have read both their statements. 

Mr. Beckworru. How far afield do you think each is on that par- 
ticular subject? The committee, naturally, is confronted, as you can 
understand, with the problem of trying to write a meaningful and 
reasonable srovision with reference to cost. We have had some testi- 
mony on it by those two gentlemen. I am just interested to know how 
you react to their testimony. 

Mr. Suick. It is sort of hard to answer that question in general, 
I mean, if there was any specific part of the cost—as 1 remember it, 
Mr. Redding gave a very good statement and was in favor of cost 
allocation. 

Mr. Beckworrn. He called it, I believe, fully distributed costs plus 
a fair profit. 

Mr. Suck. That is exactly the way we feel, and we don't feel it is 
any more complicated than he does. 

Mr. Beckwortn. The only thing that worries me about his testi- 
mony is that when we got it down to the point of asking the Post 
Office Department if they had much concept of just how you break 
that down, he didn’t give us very much factual information; said we 
would have to get it from the CAB. 

Mr. Suick. It is really not too complicated a proposition. You have 
a plane that costs you so much to operate per mile, and then you can 
either divide it in revenue or ton-miles or weight, and there are reasons 
why you should divide it in in each one. I think that almost any 
group of people that were trying to determine the real cost, that 
weren't trying to get a rate increase or a rate decrease, but were look- 
ing at the cost factor, could come up and they could each use their own 
judgment on which one of these factors they used, whether it was 
ton-miles or revenue, or whatever, but using judgment, and they would 
come up within 3, 4, or 5 percent of the same answer. 

When you talk about 45 cents a ton-mile, that certainly isn’t much, 
and at least it is the best possible basis to start on. 

Mr. Beckworrn. What is your opinion of this Ernst and Ernst 
report / 

Mr. Suick. I didn’t think it said anything. It said that 80 percent 
of the airlines’ business is passenger, so, “Let’s base it all on pass- 
engers.” But we don’t know what the passenger cost is. They gave 
mail rates based on passenger charges which the CAB has already 
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proved wrong insofar as mail is concerned in the Big Four mail 
case. 

Mr. Beckwortru. Naturally, we know that there are some expenses 
with reference to carrying passengers that might not be prevalent 
in freight hauls. 

What did you feel some of the outstanding economies are that com- 
panies such as freight companies can make as contrasted with what 
passenger companies can make’ The outstanding economies ¢ 

Mr. Suicx. It is hard, again, to answer that directly. The only 
thing I could say: Take Greyhound Bus Co., and tell them they are 
going to operate the freight business, and they would have to start 
all over, or they would have to start with a separate division. You 
are really talking about two different businesses. They are both flying 
airplanes. But ‘from there on, the whole organizational set-up, the 
people, everything, are pretty well different. And I think if Ameri- 
can Airlines wanted to get the lowest possible cost, it would almost 
have to be set up asa completely separate division. 

Mr. Dotuiver. Mr. Heselton just suggested that you do not have to 
feed the freight any steak meals or anything of that kind. 

Mr. Suck. You don’t have to feed it, but you have to carry it on 
and off, which is a worse job. 

Mr. Beckworru. What are some of the shortest freight hauls your 
company makes now, Mr. Slick? 

Mr. Suick. Well, one of the big volume hauls is Detroit to Phila- 
delphia to Wilmington. 

Mr. Beckwortn. How many miles is that? 

Mr. Surcx. Well, I wouldn't say it was over 400 or 450 miles. 

Mr. Beckwortu. No stops between? You do not stop? 

Mr. Stick. Sometimes the plane stops at Pittsburgh. But, of 
course, the major volume of your business is on the transcontinental, 
where you have the greatest saving over surface transportation in 
time. But there is also a lot of business between Chicago and New 
York, or Detroit and New York and Philadelphia, which is surpris- 
ing; because a truck can do it second morning for sure, and perhaps 
first afternoon, and the railroads don’t miss it far. But the rates are 
fairly close together, again, on the short haul. They have allowed 
for higher rates on a short haul, and so have we, so there is not a great 
differential on that. 

Mr. Becxwortn. Is the type of equipment such that you soon will 
be undergoing greater cost to maintain your equipment ? 

The committee, or some members of the committee, not long ago 
discussed it quite at length with some people who were interested in 
the present status of certain kinds of planes, and it seemed to be their 
view that the costs may go up because of certain things that could 
happen in the case of replacements, and so on. Is that true with 
reference to your equipment ? 

Mr. Stick. We have just ordered six DC-6A’s. The whole program 
is going to cost a little over $8 million. We are going to have to 
depreciate them in 5 to7 years. We are depreciating them ona 7-year 
basis. And yet we figure, and I am sure we are right, considering the 
same gas cost that we now have, and so forth, and not allowing for any 
more inflation, that the six will operat at about 20 to 25 percent direct 
cost less than the C-46, which we paid $5,000 to $25,000 for, and are 
depreciated out. So, really, to me that is the great future of the 





356 AIR-MAIL SUBSIDIES 


freight business, that there is no question with turbo props and new 
airplanes and more development you are going to get a plane that 
will operate a lot cheaper than the DC-6. Well, you will cut your 
rates further than they are now, and it is the pyramid you are work- 
ing on. We are right at the top-of the pyramid now with the C-46’s. 
The DC-—6’s will either take us down further in it or allow for inflation. 
So really, we are getting in it more. And it is not going to be too 
long until we have other new equipment that is going to be better 
than the 6’s. So we aren’t paying a premium for speed. What we 
have got to pay for is low cost. 

Mr. Beckworru. Mr. Dolliver? 

Mr. Douutver. Frankly, Mr. Slick, there is one segment of your 
testimony that I am at a loss to understand. I do not mean to doubt 
its veracity in any way, but it is hard for me to figure out why your 
ton-mile costs for carrying air freight are 15 cents a mile, cost plus 
profit, and the cost that has been determined for carrying mail, the 
minimum, is 45 cents a mile, in the Big Four, and it ranges from that 
to about $7 a ton-mile. I just cannot understand the difference in 
cost which is involved there, which brings you to do it at that 15-cent 
rate, and the others at a minimum of 45. Maybe you have some com- 
mentsonthat. If you do, I would be glad to hear them. 

Mr. Suick. Well, I don’t have really a great deal more than I have 
already said. I think, factually, you can prove the difference in cost. 
The CAB has examined into the costs. I think that cost is there. 

Now, the reasons why are a different matter. And I think a lot 
of it is due to the subsidy legislation that has been in effect for a 
long time. I really think that adds a very important factor to the 
difference -in cost. 

Mr. Hesevron. If this is private information, I want you to dis- 
regard it, but I would be interested in completing that picture. I 
assume your company is a corporation, is it not 

Mr. Suck. Yes, sir. 

Mr. Hesevron. You have stock? 

Mr. Stick. Yes, sir. 

Mr. Hesevron. Are you paying dividends on the stock ? 

Mr. Suick. No, sir. We lost $2 million up until 1950, and we made 
half a million dollars in 1950 and $360,000 last year. 

Mr. Hesevron. You feel that circumstances ahead look like you 
are going to get on a dividend-paying basis on your operations ? 

Mr. Suick. We have got to, or we might as well get out of the busi- 
ness. We have a lot of expansion in front of us. I feel that if this 
business is encouraged properly by the Civil Aeronautics Board and 
by proper legislation, it is going to be a paying business without sub- 
sidy. I am convinced of that. And it is going to be an important 
part of the national defense effort. 

Mr. Dotiiver. I have no further questions. 

Mr. Beckworrn. Thank you very much, Mr. Slick, for your very 
fine and comprehensive statement. 

Mr. Suick. Thank you, sir. 

Mr. Beckwortu. You do understand that you are to be back here in 
the morning. At least one member specifically requested that he have 
the opportunity to question you. 

Mr. Stick. Yes, sir. 
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Mr. Woivertron. Mr. Chairman, | would like to ask one or two more 
questions, ; 

I would like to be informed as to whether your company is so 
equipped that it could carry mail the same as the airlines that now 
carry it? 

Mr. Suick. Well, sir, we appeared before the House Post Office 
Committee, I believe in 1948, offering to carry air parcel me as 
freight, and we offered to carry it at rates comparable to freight. 
And because at that time we were not certificated by the Civil Aero- 
nautics Board, and because subsidy was tied to mail, and we had not 
asked for subsidy, and the Civil Aeronautics Board I am sure did not 
want to give it to us, we were not included in the carriers eligible to 
carry it. We have studied it since that time, and are studying it pres- 
ently. We have studied the question whether, if subsidies are sepa- 
rated from mail, our services would fit in with the needs of the Post 
Office Department at rates comparable with air freight. 

Mr. Worverton. You say they would, or would not é 

Mr. Suick. We have studied whether they would. And I certainly 
believe that they would, on the part of the air mail that is moving 
today. 

Mr. Wotverron. Does the certificate under which you now operate 
enable you to carry mail, if it were awarded to you ‘ 

Mr. Suck. No, sir: it does not. 

Mr. Wonverrox., Will you explain whatever determines the right 
of an individual company to carry mail ¢ 

Mr. Suick. There are two possible ways, I think, that we could be 
authorized, for instance, to carry mail. One would be a hearing before 
the Civil Aeronautics Board on public necessity to carry mail. The 
other would be a legislative bill authorizing the Post Office Depart- 
ment to contract with us, or other carriers, for mail. 

Mr. Wotverron. Am I to understand that at the present time there 
isa provision of law that precludes the granting of a contract to you 
by the Post Office Department to carry mail 

Mr. Stick. I believe that would be correct. We are not authorized 
by the Civil Aeronautics Board to carry mail, and I do not believe the 
Post Office Department is authorized by any legislation to contract 
with us to carry mail. Of course, air parcel post could be a tremendous 
volume of mail. 

Mr. Wo.vertron. Am I correct in my thought that it would be neces- 
sury for you to be certificated by the CAB before you could carry 
mail ¢ 

Mr. Suick. Yes, sir: that is correct. 

Mr. Worverron. What are the elements that enter into a decision 
on the question of whether you should or should not be certificated 4 

Mr. Suck. Well, I am sure one of the major elements that would 
enter into it is under public necessity, and under that the competitive 
effects of our carrying mail versus the presently certificated airlines. 

Mr. Worverron. If you are able to carry cargo at an average of 
15 cents a mile then the question should be asked as to what. justifica- 
tion there is from the standpoint of the Treasury of the United States 
that another airline should be paid 45 cents for doing what you could 
do for 15 cents. 

Mr. Stick. Much the same thing happened in connection with the 
right to carry air express, with both the Railway Express Agency and 
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ourselves asked for. We intended to carry that at 15 cents a ton-mile 
But because of the competitive effect, the effect it would have on the 
present airlines, it was denied. 

Mr. Wotverton. I will ponder the thought I have in my mind still 
further, without taking your time in asking additional questions. It 
is something, however, that I personally would like to see answered 
in some way if it can be justified. In connection with performing a 
service to the citizens of this country, there is just as much likelihood 
in case of emergency of giving your equipment to the Government 
for use in that emergency as a passenger line. So while there may be 
some justification for some of these things that we do, yet I cannot 
see, on the evidence that we have before us at this time, why you 
should be precluded from rendering a service that would result in 
such a tremendous saving to our Government. 

Mr. Suick. Well, certainly we could not handle all the mail, and 
we did not apply for the mail in the first place. We applied for 
freight, because we felt there was an open field there with an undevel- 
oped market. We were relatively a newcomer to the business. ‘Then 
we did ask for air express, and we did ask for air parcel post. Air 
parcel post was also a new business for the Government, and we felt 
we could render a service. 

Mr. Wotvertron. Could you, if you wished, apply for a certifica- 
tion to carry mail? 

Mr. Stick. We could, but, as I explained in my statement, I believe, 
as long as the subsidy element is tied to mail, the Civil Aeronautics 
Board would not want to obligate itself to pay Slick Airways or the 
Tigers or United States a subsidy from here on out, which they 
would be doing under the present law. 

Mr. Wotverton. Do you think the CAB would be interested in hav- 
ing a service performed without a subsidy? Never mind, you need 
not answer. 

Mr. Hesevton. Do you, in any part of your work, undertake any- 
think in the nature of experimental development of aircraft or air- 
craft devices, something apart from your regular work ? 

Mr. Suck. Yes, sir, we do. I think Slick Airways is as responsible 
as anyone for the development of the DC-6A. The first DC—6 that 
came out did not have a large enough fuselage to accommodate freight, 
and we worked with the Douglas Co. for a long time on trying to 
work out the problem of whether it should be a pod under the plane 
or a lengthening of the fuselage, or whatever, to make a suitable 
freight airplane out of it. We bought the first DC-6A that was 
built, and the Tigers and ourselves have ordered 13 out of the 16 that 
have been ordered. 

Mr. Hesevron. Was that done in consultation with the Depart- 
ment of Defense and in coordination with them, so that you will have 
a dependable carrier fleet ? 

Mr. Srick. It more or less happened that these first planes were 
all that were available at the time. The DC—6 or the big Lockheed 
Constellation. We hope that we can work with the Defense Depart- 
ment in developing a real freight airplane that is going to be satis- 
factory for both, and there is no reason why it can’t be done. 

Mr. Hesevron. And is that generally true of the other lines, that 
there is a cooperation with the Department of Defense in terms of 
national defense / 
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Mr. Suick. I think it probably could be coordinated more closely, 
and it is certainly a worth-while thing. and I am certain that the 
other lines have worked with the Department of Defense just as we 
have. I think we have been just a little more interested probably in 
the freight side of the picture than they have. 

Mr. Hesevron. In terms of your operations, do you have to clear 
with the CAB as to your scheduled runs? 

Mr. Suick. We file schedules with them. 

Mr. Hrsevron. And they have to approve them / 

Mr. Suick. It is more or less a matter of filing the schedule, and 
they get monthly reports on amount of service rendered to each city, 
like they do with other airlines. 

Mr. Hesevron. Did you say there is no international air-freight 
business ¢ 

Mr. Suick. No, sir. I think it probably has as large a potential 
as the domestic freight business. Some of the certificated lines and 
also Seaboard and Western, Transocean, and some of the independent 
carriers, have been very active in the international field, and it is 
growing very, very fast. We doa lot of interline work with them. 

Mr. Hesetrox. You say there are independents that are in that 
field, too ¢ 

Mr. Stick. Yes, sir; there are. There are none of them that have 
been certificated. I think the Board held hearings several years ago 
on that, but none of them have vet been certificated. 

Mr. Hesevron. Do you have any information as to comparative 
costs in the international field in carrying freight and carrying mail ¢ 

Mr. Srick. I don’t have. I think Mr. Norden, president of Sea- 
board and Western, testified before this committee last time, and I 
know that they certainly had some of the complaints that we did on 
the subsidy element and the difference in rates. 

Mr. Hesevron. In view of this international situation, Mr. Chair- 
man, may IL inquire if Mr. Norden has applied to testify at this 
hearing ¢ 

Mr. Beckworrn. I do not think so. 

Mr. Hesevtron. Could I make a request that we send him pertinent 
parts of this, so that he would be prepared to testify / 

Mr. Beckworrnu. That would certainly be permissible. 

Thank vou, Mr. Slick. 

Mr. Stick. Thank you, Mr. Chairman. 

(The following statement, referred to above, was later received for 
the record.) 

Seavoarp & WesTerRN ArRiInes, Inc. 
Vew York, N. ¥., April 4, 1952. 

The Honorable Roserr Crosser, 

United States Representative, Washington, D.C. 

Dear Str: Since I last telegraphed you on March 24 expressing my hope that 
your committee would act favorably on H. R. 508 without weakening amend- 
ments, I have followed with keen interest the hearings which you have conducted. 
Not wishing to add to the burden of verbal testimony, I have not requested the 
opportunity to appear before your committee. I do feel, however, that, for the 
most part, the testimony which I gave before the Senate committee last summer 
on this very question might be appropriate for consideration by your committe, 
particularly since it bears on the international aspect of separation. I am. 
therefore, taking the liberty of enclosing a copy of the appropriate excerpts from 
that testimony and respectfuly ask that this be accepted into the record 
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I am enclosing a duplicate of this letter and the testimony for your con- 
venience in turning over to the clerk of your committee. 


Sincerely yours, 
RAYMOND A, NorDEN, President. 


EXCERPTS FROM THE STATEMENT OF RAYMOND A. NORDEN, PRESIDENT, SEABOARD & 
WESTERN AIRLINES, INC., ON ATR MAIL SUBSIDY SEPARATION LEGISLATION 


My name is Raymond A. Norden. I am the president of Seaboard & Western 
Airlines, Inc., a noncertificated, nonsubsidized carrier of international air freight 
on the North Atlantic route. I had the pleasure of appearing before your com- 
mittee more than 2 years ago when you were inquiring into the financial stability 
and operational efficiency of the airline industry. You gentlemen may be inter- 
ested to know, in passing, that Seaboard, vis-i-vis its Government, stands today 
just as it did then—still seeking a certificate but still seeking no subsidy. 

I have three main points | would like to cover on the problem before your 
committee. I will treat each one as briefly as possible. My remarks will be 
directed to the problem as it affects the international-flag carriers. 

First, it has been testified to here ad nauseam that it is impossible to determine 
the cost of carrying the mail. Professors of transportation and of business admin 
istration have supported the airline witnesses that such determination is no 
more possible than it is to determine the separate cost of producing tenderloin, 
rib roast, and tongue off one steer in a packing house. There has been learned 
talk about joint product industries, and such statements as: “There does not 
exist any method for determining the cost of carrying mail or passengers or any 
other service where all services are performed jointly.” 

Well, the packer certainly knows what to charge for tenderloin as against 
the stuff that’s ground up for hamburgers. And, by the same token, the airlines 
seem to know what to charge for carrying 1 passenger or 100 pounds of cargo 
or 5 pounds of air express. 

We suggest that the airlines well know that they can allocate the costs. But 
in the case of the carriage of international air freight, for instance, their costs 
are so exorbitant as to price them out of the market, much like the butcher 
trying to sell $2-a-pound hamburger. So, they offer air freight service at much 
less than it costs them to carry it, depending upon making up the difference with 
air-mail pay. 

For instance, Chicago & Southern Airlines received over $44 per ton-mile for 
mail pay on its international routes in 1949 and 1950; yet, its tariffs for commer- 
cial cargo on the same routes show a range of from 45 cents down to 21 cents per 


ton-mile. A sampling of existing international cargo tariffs shows the following 


ton-mile rates: 





| General commodity 
tariff 
: ; Specific comm ty 
Carrier 4 Ee "a tariff me 
Under 100) Over 100 
pounds pounds 


| Cents Cents 
Braniff on South America 5s 3 None 
C.& 8. do ‘ 45 21 cents 
PAA eae ; s North Atlantic 57 Range 39 to 30 cents 
TWA.. ere do 57 Range 39 to 26 cents 


Actually, the general commodity tariff is not of much importance because 
the lower specific commodity tariff has been so highly developed as to encom 
pass virtually all cargoes moving by air with certain few exceptions. 

Then, too, under special so-called charter tariffs, it has become the practice 
to offer entire aircraft such as DC's at a flat price per mile. For instance, 
’an-Am offers these at $1.40 per mile, which is approximately 20 cents per ton- 
mile. One need only glance briefly through the files on mail pay cases to de- 
termine that such rates are far below cost. 

I submit that such tactics are unfair not only to competing air carriers but 
also to the American taxpayer, and are in direct opposition to our national trans- 
portation policy. Secretary Sawyer, in his report to the President, dated Decem 
her 1, 1949, stated: “The general position which this report advances is that if 
another type of carrier or another carrier of the same type can perform the 
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service at a profit, it is entitled to the business and the carriers which are being 
protected should restrict themselves to operations in which they have a clear 
economic advantage. This general principle is set forth in the Transportation 
Act of 1940 as basic national transportation policy.” 

The astringency of bankruptcy does not apply to the carrier which can 
cushion its inefficiency with mail subsidy. True determination of mail-carrying 
costs and consequent setting of an honest compensatory rate would remove the 
cushion from under the inefficiency—-and the lumps would be hard. I suggest 
that that is the reason why this committee tinds it most difficult to get anyone 
in the subsidized section of the industry to admit that mail-carrying costs can 
be ascertained. 

From a reading of House Resolution 4827, for instance, offered, by Mr. Hesel- 
ton, and H. R. 508 by Mr. Kennedy, I would guess that they do not think it 
impossible. Whatever else the bill does, it directs the CAB to prescribe stand- 
ards for keeping accounts so as to show receipts and expenditures on the four 
categories of passengers, cargo, express, and mail—and it makes it unlawful 
for an airline to keep accounts in any other way. 

This pattern of resistance, this studied production of witnesses to try to prove 
that allocation of mail-carrying cost is impossible, means but one thing to me. 
It means that an honest effort to deterinine such costs would produce an astound- 
ingly low figure, and, since it is not the purpose of Congress, or any legislation 
proposed here, to take away subsidy where there is a demonstrated necessity, I 
suggest that this resistance to proper allocation of costs stems from the fear that 
the carriers may not be able to justify their huge subsidy requests. 

Hence, there has been the suggestion here that the Universal Postal Union rate 
of $2.86 per ton-mile be the floor for a compensatory mail rate for international 
earriers. This, course, would still hide the true cost of carrying the mail and 
set up a rate which would yield subsidy under the guise of fair compensation. 
Which brings me to my second point. 

It is perfectly clear from all I have been able to learn about the UPU rate 
that it bears no relation to the economics of air transportation and, therefore, 
could not possibly be suitable as a standard. What this committee seeks to do, 
as I understand it, is to draft legislation which would result in the certificated 
flag carriers being paid a fair rate for mail carriage based upon costs of their 
service to the Government. <All that they received above that rate would be 
plainly marked as subsidy, and the taxpaying public would know it as such. 
Adoption of the UPU rate would not do what President Truman and the Appro- 
priations Committees of the House and Senate recommended, and that is separa- 
tion of “airline subsidies from compensation for the cost of handling mail.” 
| Emphasis added. | 

A staff study report in the files of this committee states: “Universal Postal! 
Union rates should not be construed as the actual ‘cost’ of carrying international 
air mail but as an agreed ‘service’ charge fixed from time to time by agreement 
of the various postal administrators.” 

It will be a sad day in the American system of doing business when Congress 
accepts the statements of airline witnesses and their professional corroborators 
that they don’t know and can’t find out how much it costs them to carry the 
United States mails. and Congress accepts a rate decided upon by international 
postal administrators as a service charge which has nothing to do with costs. 

The adoption of such a device would merely be an easy way out, buttressed 
by such specious arguments that American-flag carriers should not receive less 
for carrying the mails than our Government pays to a foreign carrier. It would 
be a device to evade the true mission of Congress, which is to find out how 
much is a fair charge for carrying the mails, and how much beyond that do we 
have to pay to keep the mail carriers in business with subsidy. 

It has been stated here that there is no intent that the UPU rate should be 
a subsidy rate because it is what the postal administrators pay to foreign air- 
lines. That's nothing more than a sentence which proves nothing. If the UPU 
rate would yield more air-mail pay to certain American-flag carriers than they 
now get, then it is not only subsidy, it is subsidy piled on subsidy, because sub- 
sidy is already included in the present rate. 

About a year ago, proposals were made by a foreign government that ICAQ 
make careful studies of the cost of handling the mail with a view toward pos- 
sible reduction in UPU rates. With United States airline interests strong)y 
opposed to having them made, the proposals were voted down. Similarly, those 
interests oppose them here and maintain they are impossible of determination. 
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Such studies would have been of great value in May 1952 when UPU rates 
will be reappraised. In adopting such a rate, Congress would be tieing the 
taxpayers to a false compensatory mail rate and to the inflexibility of a system 
which is examined for possible revision only once every 5 years, and then with- 
out any assurance that airline costs would play any part in the reconsideration. 
It must be borne in mind that the American taxpayer is paying UPU rates to 
foreign airlines on less than 5 percent of United States mail, and that if UPU 
rates are adopted as proposed, the taxpayer will bear the burden of paying 
them on 100 percent of United States mail—under the guise of “compensation.” 

My third point is: The smoke screen of national defense which is used to pro- 
tect subsidy to the passenger-mail carriers, particularly the international carriers 
whose long-range aircraft are of more use, theoretically, to the military in time 
ot national emergency. 

To a large degree the public and the Congress accept the condition that 
subsidy is necessary and is paid to the certificated carriers primarily in the 
interest of developing an air transportation system which will be instantly avail- 
able at peak efficiency to rally to the cause of the national defense. That this is 
true is borne out by Secretary Sawyer, who stated in his report to the President : 
“Nonetheless, in the case of both shipping and air transportation the really 
impelling consideration behind Federal promotional policies has undoubtedly 
been the contribution which it is assumed each type of transport would make 
to the Nation's defense.” The certificated flag carriers are at great pains to 
emphasize that point, somewhat vaguely, but repetitiously. So, the public ought 
to know what it is paying and what it gets for the payment. 

It is my view that if those who really know were asked what has been the 
actual value of the passenger-flag carriers to the national defense in these recent 
vears, the public’s estimate of their importance would be considerably watered 
down. 

When the Russians blockaded Berlin in the summer of 1948 and the Frank- 
furt-Berlin shuttle began, the Air Force called upon commercial carriers to fly 
logistic support over the North Atlantic. Aircraft engines and critical parts were 
needed to keep the shuttle going. The three North Atlantic subsidized passenger- 
mail carriers of that period failed and failed miserably to give the Air Force the 
support it vitally needed. 

In the ensuing 6 months, three carriers which were unsubsidized in their opera- 
tions on the North Atlantic flew more than SO percent of the cargo trips to support 
the Berlin airlift. 

rhe three subsidized North Atlantic carriers—this was before Pan American’s 
absorption of American Overseas reduced them to two—flew only 20 percent. 

My airline alone, a nonsubsidized air freight carrier, flew 40 percent of the 
cargo trips. It had two airplanes at Westover Air Force Base, loaded, and off 
into the air for Frankfurt before the subsidized carriers ever got an airplane up 
there. My airline made twice as many cargo trips as all three subsidized car- 
riers combined. 

Of the presently existent subsidized certificated carriers involved, TWA flew 
less than 3 percent of the trips and Pan American flew less than 2 percent. These 
two carriers even failed to perform adequately as passenger carriers on that 
airlift, because they were outflown 124 trips to 94 by the carriers who were not 
subsidized. 

In the face of a national emergency, that record of performance by carriers 
receiving millions in subsidy so that they would be in shape to back up the 
national defense was nothing short of a disgrace. It seems to have taught them 
something of a lesson. When another emergency arose at the start of the United 
Nations action in Korea and the Air Force again called for logistic support over 
the Pacific Ocean, the subsidized passenger-mail carriers responded with more 
aircraft and performed more trips. 

But again, they operated at something less than the efficiency which might be 
expected of airlines whose primary justification for millions of subsidy in these 
dangerous days is the national defense. 

Review of the first T months of the Korean airlift shows that the nonsubsidized 
carriers had lifted 40 percent of the total MATS auxiliary tonnage between 
the Pacific coast and the theater of war. The subsidized carriers had lifted 
tOorercent 

The latter failed, however, to match the performance of nonsubsidized Sea- 
board & Western in the important matter of tonnages per trip and tonnage per 
aireraft in use. My company outlifted and continues to outlift the subsidized 
carriers. It has maintained a general average of over 1,000 pounds per flight 
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on DC-4 planes more than its nearest subsidized competitor on the lift. It 
has carried more tons per aircraft in use, which means that it has curried 
more of what was needed to the war zone, than did those carriers nurtured and 
fed in the interest of national defense. 

“If you take 100 trips of the several hundred which Seaboard has made, you 
find that on those 100 trips we carried hundreds of thousands of rounds of 
ammunition, or thousands of bazooka rockets, or scores of replacement engines 
for jet fighter aircraft more than would have been curried if those flights had 
been made by any of the subsidized carriers engaged on the lift. 

“These facts are supported by the records of the Military Air Transport Serv- 
ice. IT am citing them so that you gentlemen may not take too much stock 
in the arguments of those who seek to use the national-defense requirements 
as a reason for either opposing separation of compensatory mail pay from 
subsidy, or for trying to vitiate the content of legislation in such a manner as 
to make it no true separation. 

“It seems to me that Congress, in dealing with this or other legislation relat- 
ing to air transportation, must give thought as to whether we are getting the 
national defense support we wre paying for in subsidies. The record does not 
show that weare. On the contrary, it demonstrates that we are not. 

“To foster a sound air-transport system adequate to the needs of the national 
interests in all respects, legislation must be enacted to eliminate all hidden 
subsidy from Government payments to airlines. Then the burden of proof 
of the need for subsidy will be placed upon the carriers, and the Congress will 
be fully enlightened as to the justification and in what amount subsidy is 
required.” 

Before closing, I would like to refer briefly to testimony which has been given 
here—that it would be harmful to national interest to disclose subsidy and such 
disclosure would interfere with the negotiation of bilateral treaties. I have 
never heard of subsidy as an issue interfering with the negotiation of any aviation 
treaty between this Government and another. To say thta labeling of subsidy 
as such is poor public relations internationally is a pitiful argument. 

On that subject, Dr. William L. Grossman of the Brazilian Ministry of Aero- 
nautics, writing in the June 1950 issue of Air Transportation, noted that “sub- 
sidy” was considered by North Americans to be a nasty word and while it was 
avoided in favor of the euphemism “mail compensation” it fooled no one. “The 
Government of Brazil,” wrote Dr. Grossman, “is more frank. It pays subsidies 
and calls them subsidies.” 

Dr. Edward P. Warner, in a lecture published by Norwich University under the 
James Jackson Cabot professorship, stated: “It has always been the practice of 
European Governments to keep subsidies separate from mail payments and to 
treat the mail as so much cargo, the transport of which is to be paid for at so much 
per ton-mile.” 

I submit that Dr. Warner's statement of the practice by European Govern- 
ments in that respect is exactly what this committee is trying to legislate here. 


Mr. Becxkwortu. Mr. Slayman’ You may also give your state- 
ment, and then you can come back in the morning and be questioned, 
if that is agreeable. 


STATEMENT OF CHARLES H. SLAYMAN, JR., DIRECTOR OF RE- 
SEARCH AND LEGISLATION, AMERICAN VETERANS COMMITTEE 


Mr. Stayman. Mr. Chairman and members of the committee: 

My name is Charles H. Slayman, Jr. I am the national director 
of research and legislation of the American Veterans Committee 
(AVC). 

The American Veterans Committee is composed exclusively of hon- 
orably discharged veterans of service in World War IT and of service 
during the present Korean conflict. Our motto is “Citizens first, vet- 
erans second.” QOur interest in Federal legislation has not been con- 
fined narrowly to strictly veterans’ matters; we have been concerned 
with legislative proposals which will increase the efficiency of the 
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Federal Government and proposals which will effectuate desirable 
economies. 

We have been disturbed for years that subsidies to airlines have 
been hidden away under the classification of air-mail pay. Subsidies 
to certain airlines have been hidden away in ai-tbil payments for 
some time now, and also for a considerable length of time, a great 
many taxpayers have been demanding that the practice be stopped, 
and that a true disclosure be made of what is payment for carrying 
mail and what is subsidy. It is not, fundamentally, a question of 
whether subsidies should be paid to airlines. Airlines are not unique 
in the business history of America in receiving financial aid from 
public funds. But there is no excuse for paying these subsidies under 
the heading of air-mail payments. There is no excuse for failure to 
require a separation. And there is no excuse for delaying the enact- 
ment to accompish this end. 

The American Veterans Committee is alarmed at the implied dis- 
trust of the public by failure to effectuate the separation of the sub- 
sidy element from air-mail payments. Surely legislators in a democ- 
racy recognize that an enlightened citizenry forms the muscles and 
sinews of the body politic. Granting that this is so, then why fear to 
tell the people what is going on? If subsidization of airlines is neces- 
sary for the maintenance and growth of our commerce, and to build 
an available airlift reserve for defense purposes, then let us know. 
Don’t fear the people when they are given the facts. Be suspicious 
of those who do not want to see the people given the facts. What is 
there to hide? Will the curious construction placed on “need” prove 
embarrassing in some quarters? Again I say, who is it who is afraid 
of the disclosure of the facts ¢ 

The American Veterans Committee believes the present system of 
air-mail payments is unsound for a number of reasons: 

First: Air-mail pay amounts to as much as $125 million per year. 
Everyone admits that this is more than payment for the cost, plus a 
reasonable return, for carrying the mail. Everyone recognizes that 
the extra amount is a subsidy. But no one knows how much the sub- 
sidy is today. Requiring a disclosure will permit us to express our 
approval or disapproval. 

Second: Airlines now receiving these hidden subsidies unfairly com- 
pete with the unsubsidized air-freight and air-coach companies, most 
of which have been organized by veterans of World War IT. These 
are the small-business men of the air age. And their equipment is 
what forms a realistic airlift reserve, available for defense purposes 
in time of emergency. The air-freight and air-cargo potentials of the 
Nation are furnished by the planes of these business pioneers of the 
air, not by the luxury passenger ships of the favored airlines. 

If subsidies are to be paid to airlines, let them be paid on the basis 
of importance to the Nation’s defense, as recognized in H. R. 508, not 
on the peculiar “need” of the particular airlines, as is now the practice. 

Let us put a stop to the present system which permits unfair com- 
petition by the favored airlines against the veterans’ airlines, many of 
which have been forced out of business. 

A compulsory cost allocation, as provided for in H. R. 508, will force 
every airline to reveal what it costs to carry mail, what it costs to 
carry freight, and what it costs to carry passengers. 
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Third : Present subsidies go to only a limited class of airlines which 
have only a limited amount of usefulness to the national defense effort. 
An Air Force survey revealed that only about 10 percent of the planes 
of the subsidized airlines would be ready for immediate use for de- 
fense. Therefore, instead of permitting one special class of airlines 
to receive subsidies, we favor permitting “any air carrier” to be eligi- 
ble. At the least, we favor making “any certificated air carrier” 
leigible. ‘To do less is to continue a rank injustice. Therefore, we 
oppose any amendments, whether suggested by Civil Aeronautics 
Board representatives or anyone, to H. R. 508, which would restrict 
subsidies to mail and passenger lines. 

Fourth: Present hidden airline subsidies account for much of the 
financial burden borne by the Post Office Department. , The, public 
is not Very much impressed to be told that the deficit ofthe Depart- 
ment is the cause of reduced delivery service—at the same time that 
these hidden subsidies continue to be paid out of funds of the Post 
Office ‘Department. A grade-school arithmetician can see that the 
postal deficit will be reduced if the huge airline subsidies are removed. 

In that respect, Mr. Beckworth, referring to removal from the 
Post Office Department of hidden subsidies, we have heard several 
Post Office Department officials testify on matters of expense and 
the Post Office Department deficit. Again T want to say that IT am 
not referring to cancellation of subsidies as such. We don’t know 
what they will be. But in line with previous studies of the matter, 
they should come under the Civil Aeronautics Board and its budget 
rather than the Post Office Department. 

I would like to make a comment here that AVC will support the 
postal department in any sincere effort to unfetter its hands in order 
to tender air-mail contracts to the lowest cost carrier, as has been 
suggested from time to time by witnesses before the Senate committee 
and this committee. 

Logic dictates that any subsidies should be paid in separate ap- 
propriations. The CAB should be made responsible and required 
to justify all subsidies granted. 

AVC favors removing all airline subsidies from the Post Office 
Department. Then air-mail payments will be for the cost of car- 
riage of air mail plus a reasonable return and not for anything else. 
Then, and not until then, will the term “air-mail pay” mean what it 
seems to mean. Loose language should not be permitted which would 
confuse this point and thereby sanction abuses; air-mail pay should 
not exceed the cost of carrying the mail plus a reasonable return. 

There is no justification for making any distinctions between for- 
eign and domestic air mail carriage in this legislation. No hidden 
favors should be granted: the separation must be made, with no 
exceptions. The separation of subsidies from air-mail payments 
must apply to all United States airlines, both domestic and inter- 
national. 

We supported the predecessor bills to H. R. 508, H. R. 2908, and 
H. R. 9184, introduced by Representatives Kennedy and Heselton in 
the Eighty-first Congress. We were happy to see the House of that 
Congress pass that bill but were sorry to see it die in the Senate. The 
report of this committee accompanying that earlier bill, House Report 
3041. Eighty-first Congress, in our opinion, still is a timely and excel- 
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lent discussion of the subject matter. We have recommended that all 
Congressmen read that report. 

S. 436, as originally introduced was identical to H. R. 508, and we 
supported it when hearings were held before the Senate Committee 
on Interstate and Foreign Commerce. Amendments subsequently 
adopted to S. 436 following the debate on the floor of the Senate have 
fractured to a considerable extent the original intent of the bill, ren- 
dering it undesirable in our opinion, or at the very best, extremely 
misleading. We do not feel that S. 436 in its present form will accom- 
plish the separation of subsidies from air-mail pay that all spokesmen 
say is desired. 

Therefore, we urge this committee to report favorably H. R. 508 
without any crippling amendments. 

Mr. BeckWortH. Any questions by any member of the committee? 

Thank you very much. 

You will be back here tomorrow / 

Mr. Starman. Yes, sir. 

Mr. Layton, will you take his statement, and see that the member 
that wishes it has an opportunity to read it ? 

The committee will adjourn until 10 o'clock tomorrow morning. 

(Whereupon, at 4:20 p. m., Tuesday, April 1, 1952, the hearing was 
adjourned to reconvene Wednesday, April 2, 1952, at 10a. m.) 
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WEDNESDAY, APRIL 2, 1952 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND Foreign CoMMERCE, 
Washington, D. ¢. 
The committee met, pursuant to adjournment, at 10 a. m., in room 
1334, New House Office Building, Hon. Robert Crosser (chairman) 
presiding. ’ 
The Cuamman. The committee will come to order. 


STATEMENT OF EARL SLICK, CHAIRMAN OF THE BOARD, SLICK 
AIRWAYS, INC.—Resumed 


The Cuatrman. Mr. Slick, I believe you had not finished your state- 
ment. ‘ 

Mr. Heserron. Mr. Chairman, yesterday afternoon when Mr. Slick 
was on the stand, two items were brought up in the discussion. He 
said that he could not furnish the information I requested but would 
locate it. I wonder if he would be permitted to put that in the record. 

The Cuatrman. Yes. Go ahead, Mr. Slick. 

Mr. Suick. Mr. Chairman, Mr. Heselton asked me yesterday con- 
cerning the costs, our costs in preparing exhibits on fully allocated 
costs of the Big Four airlines during the years 1947, 1948, and 1949. 
In answer to that question, the rebuttal exhibits of Slick Airways, Inc., 
containing, among other matters, the computation of fully distributed 
or allocated costs of the Big Four airlines in providing passenger, 
freight, mail, and express service for the years 1947,°1948, and 1949. 
The entire set of rebuttal exhibits required the full-time services of 
one economist for a period of 3 months and the services of a clerical 
assistant for 3 months. The total cost of these exhibits to Slick Air- 
Ways Was approximately $5,000. The cost-allocation section required 
approximately 1 month of professional time and 1 month of clerical 
time. ‘ 

The exhibits of Slick Airways utilized material worked up by the 
Mail Pay Staff of the CAB and the reports of the carriers to the CAB. 
This material is available to the publie and constitutes a valuable 
source of information for any future computation of costs. 

Mr. Hesevron. Those are the actual costs, if 1 understand you cor- 
rectly, approximately $5,000. That was, to determine the allocations 


on the passengers, baggage, freight, express, and mails for each of the 
Big Four for a period of 5 vears ¢ 

Mr. Siick. Yes, sir; that is correct. 

Another question that I would like to supply the information for 
was the total miles flown by the freight carriers, and the airlines. I 


907 
oh 
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do not have the total mileage of all of the certificated carriers, but 
I thought this information might be helpful as to getting an estimate 
and comparison of the mileage flown: In 1951, American flew ap- 
proximately 76,000,000; United, 61,000,000 miles; and Slick, slightly 
more than 13,000,000 miles. The Tigers probably flew more miles 
than we did in 1951. 

As to the route miles, the figures I have are for 1949, and I do not 
think that they have been changed materially for the Big Four: 
American had approximately 6,500 route miles; United, 7,000; TWA, 
5,500; and Eastern, 6,000. 

Our certificate was granted on an area-to-area basis and is between 
one point in one area and any other point in any other area. 

Generally speaking we parallel American Air Lines and serve more 
or less the same areas that they do. 

The Tigers parallel United Air Lines, and serve more or less the 
same points that United does. 

As for planes operated, I believe these figures are correct for 1950. 

American Air Lines with 49 DC—6’s, 79 Convairs, and 13 DC 
They have other planes on order and have been increasing the fleet 
since that time. 

Slick operated 24 C-46’s and 38 DC—6’s, and have 3 DC-—6’s on order. 

Mr. Hesevron. Is that the DC—6,.or the DC-6A ¢ 

Mr. Suick. The DC-6A, the freight version of the new DC—6B. 

The Tigers operated approximately 24 C-46’s, 12 DC—4’s, and have 
7 DC-6A’s on order. 

I believe that that is all of the information that was requested. 

The CuatremMan. Any further questions’ If not, thank you, sir. 

Mr. Suck. ‘hank you. 

The CuatrmMan. The next witness will be Mr. Slayman. 

I believe, Mr. Slayman, you have already made your statement. Does 
anyone have any questions of Mr. Slayman ? 

Mr. O'Hara. Mr. Chairman, some of us were tied up on the floor 
yesterday afternoon. 

The CHarrMan. He made his statement before the committee yves- 
terday. Does anyone have any questions ? 

If there are no questions, we thank you. 

Mr. StayMan. Thank you. 

The CuHatrman. The next witness will be Mr. Marvin. 

(After informal procedure, the following proceedings were had: ) 

The Cuatrrman. Would you yield to Mr. Taylor ? 

Mr. Marvin. I will be happy to testify now, or if you prefer to hear 
Mr. Taylor, I will be glad to yield} whatever you desire, Mr. Chair- 
man. 

The Cuarrman. Is Mr. Taylor present? We will let Mr. Taylor 
take the stand first, if it is agreeable to you. 

Mr. Marvin. Whatever you say, Mr. Chairman. 

The Cuairman. Because you are here and you are familiar with 
this thing and we can hear you without much trouble most any time. 


We will hear Mr. Taylor. 
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STATEMENT OF THOMAS TAYLOR, VICE PRESIDENT, TRANS-WORLD 
AIRLINES, INC., WASHINGTON, D. C. 


Mr. Tayvor. Mr. Chairman: My name is Thomas Taylor, and I am 
vice president of the Trans-World Airlines, Inc. We operate domestic 
and international routes across the United States and through Europe, 
the Middle East and to India. 

I want to apologize to the chairman and the members of the com- 
mittee for the absence of our chairman, Mr. Warren Pearson, who is 
over in Europe representing the Government in connection with 
German reparations settlements, and Mr. Ralph Damon is unable to 
appear because he is on the west coast in connection with our equip- 
ment program. 

At the outset, sir, I would like to indorse the remarks made by the 
representative of the Air Transport Association and I am here not to 
argue with them but to amplify them. 

I will not take much of your time. 

My basic reason for coming up here today is to ask you to consider 
one aspect of this subsidy separation question that has not received 
a great deal of attention. You have heard a lot about how much all 
this air transportation has cost the taxpayer, but I do not think enough 
has been said about what the taxpayer has got for his money. I claim 
that he has got one of the greatest bargains in history and that the 
Congress and this committee deserves a lot of credit for it. 

The record to date is full of arguments about the great sums spent 
for aviation. That money, in the last analysis, has been spent because 
Congress told the Civil Aeronautics Board in 1938 to get busy and 
develop an air-transportation system that could take care of postal 
needs, that would contribute to the Nation’s commerce, and that would 
have some defense value if it was necessary to use it for defense 
purposes, 

There is enough evidence before you for you to sift out the truth 
concerning costs. I want to remind this committee of the job it wanted 
to do and what has been done with the money appropriated by the 
Congress. 

I was frankly rather surprised to find the extent to which mobiliza- 
tion plans for the civil air-transport industry had been made public. 
Even if they were not public, of course, this committee would certainly 
be entitled to information on the subject. But, the press has not 
published the fact that the airlines are going to have to make im- 
mediately available 400 four-engined airplanes capable of transocean 
flights in the event of an emergency. I might point out that the 
scheduled airlines are going to put up 358 of these 400 airplanes, I 
hope you will remember that number. Now, we may have to make 
more than 400 four-engine airplanes available later on, but those 400 
airplanes represent at least $350,000,000 worth of equipment. There 
are additional nillions of dollars worth of shops, hangars, spare parts, 
trained know-how behind those planes to make sure they do whatever 
task they are assigned. 

In addition to the fact that it would increase military appropria- 
tions tremendously to duplicate the potential airlift represented by the 
scheduled carriers, we must remember that if the military ordered 
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the equivalent aircraft this afternoon, they wouldn't be able to get 
them for a couple of years and no one knows if we have that much time. 

In evaluating the defense value of the job done by Congress in 
developing commercial air transportation, it should be borne in mind 
that our industry did a lot to keep the aircraft manufacturers going 
during the lean years after the war. 

You read a lot in the papers today, and there is some concern 
over the curent rate of production achieved by the producers of air- 
planes. Whatever it is, the $650,000,000 committed by the scheduled 
lines for postwar equipment was a great help in enabling them to do 
as well as they are doing now. 

You may be interested to know that there have been 649 airplanes 
purchased at a cost of $390,000,000 and there are also on order, but not 
delivered, by the scheduled air carriers, an additional 328 planes 
at 2 cost of $264,000,000. 

You gentlemen are responsible to the American people for develop- 
ing policies and passing laws that work for the common good. Among 
the responsibilities you accepted was that concerned with giving this 
country an air-transportation system designed to meet certain broad 
standards. You made the Civil Aeronautics Board your agent for 
getting the job done. You have supervised their efforts, appropriated 
necessary gon and kept a close watch over our industry during 
the 14 or 15 years since you worked on and passed the ( ‘ivil Aero- 
nautics Act. I think the Congress, and particularly the Commerce 
Committees, have done a splendid job. 

You should be proud of your stewardship. The airline industry 
should be equally proud of its record. But to hear some people talk, 
we are creatures of privilege, in control of the CAB, and with both 
hands in the public purse. We are allegedly wallowing in profits 
and guilty of some unnamed sin for being in the black. It is ironic 
that we should stand so accused when the origin of these same hear- 
ings on the Senate side stems from an investigation which was under- 
taken in order to determine why our industry was practically bank- 
rupt. 

Let’s look for a moment at all these big profits we are supposed to 
be making. The implied thought in the accusation is that we got 
this from the taxpayer through subsidy money. 

In his presentation to this committee, Chairman Nyrop told you 
about the money the Board has recaptured from the airlines. He 
indicated they were going to recapture some more. 

TWA gave hack over $2,000,000 to the Government. In the Board’s 
own order—and us ing the Board’s own figures—in the settlement of 
that case, the TWA was shown as earning the magnificent return of 
2.1 percent on investment for the 1946-50 period. Even if we had 
been rages to keep the $2,000,000 our return would have amounted 
to only 4 percent before taxes. Is that exhorbitant? Is that the 
kind of monev that will attract investors so that private capital will 
help us stay off the subsidy list? T don’t think so. 

Last vear TWA earned $12,702,394 before taxes with its domestic 
system, but it paid about $9.000.000 in income taxes. In addition, 
we paid $1,079,470 in Federal gas taxes, and earned S11.148.884 for 
Uncle Sam in transportation taxes. We withheld about $6,600.000 
for income-tax purposes from money paid to our employees. This 
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means that TWA alone was responsible for something like 827,800,- 
000 flowing into the Treasury of the United States. Just take out 
that money, that tax money, represented by what we withheld. That 
is what everybody else does. And still we would have about $21,000,- 
000 coming into the Treasury of this country because of our activities. 

Our domestic-mail pay was only $5,360,000. We are proud of that. 

The CAB should be proud of. it if their thinking is properly 
oriented. 

And, you gentlemen of this Congress should also be proud of it, and 
this committee particularly, because 15 years ago you undertook to 
develop an air-transport industry that could do a thing like that. 

TWA in its domestic operations hauled 12,000,000 ton-miles of mail ; 
per formed 1,522,000,000 passenger-miles and 22.500.000 ton-miles of 

argo. Youshould be proud ofthat. Weare. And we stand ready to 
put millions and millions of dollars worth of Constellation airplanes 
into the defense effort when and if this is required in the best interest 
of our country. 

What has all of this got to do with the legislation you are consider- 
ing? What I am primarily seeking to bring out is that somebody 
has got to accept the responsibility for the continued growth and de- 
velopment of our industry. The post office is going to be legislated 
out of its role as stepfather to our business. They are getting tired of it 
and their paternal relationship is getting expensive. It should not be 
their job anyhow. 

The Civil Aeronautics Board has the statutory duty of seeing to it 
that our industry stays abreast of the times and able to meet national 
requirements. The Board’s programs and policies, however, under- 
standably reflect the atmosphere and sentiment encountered up here 
on Capitol Hill. It seems to me that this explains their urge to re- 
capture funds. 

If they again had a clear mandate from Congress to make sure the 
airlines of the United States maintained their world-wide supremacy 
in this industry, we would have a much different situation. As it is, 
the British publish for all of the world to see that their Government 
devoted $400 million in one year to the development of a jet transport 
plane. The ECA reported $93,100,000 for assistance in the aviation 
field to Marshall plan countries in 3 years, but a modest request of the 
CAA for $1,400,000 for a jet transport evaluation program was sum- 
marily thrown out of the current budget. The traditional way for 
our business to get ahead and conntinue to lead in the air transport 
field is for private management to work with the manufacturers to 
bring forth the airplanes we need. But management cannot attract 
the private capital necessary to do this job if Federal policy requires a 

recapture of past earnings and a diminution of future support. Un- 

less we have your support, the civil air fleet of the United States will 
repeat the tragic experience of our merchant marine and the air lanes 
of the world will be dominated by foreign lines using foreign-built 
planes. 

The conclusion to be drawn from this is that this committee and 
the Congress must continue to ensure that the citizens of this country 
have a progressive, expanding, and vigorous air transport industry. 
There is one objective set forth by the Congress in the Declaration of 
Policy in the Civil Aeronautics Act that needs to be reemphasized. 





372 AIR-MAIL SUBSIDIES 


Section 2 (f) provides for “the encouragement and development of 
civil aeronautics.” That was put in there by your predecessors and 
Chairman Crosser and Mr. Wolverton were members of the group 
who wrote it. It was one of the most statesmanlike provisions ever 
made. What makes me mad is that those who attack our industry ig- 
nore what has been accomplished by us and by you and by the Board. 
The airlines themselves are partially to blame for this because they 
have not told their own story—and it is a good one. I hope we do 
something about this soon and this seemed a good place to start. 

Let me call two additional items to your attention. 

Chairman Nyrop told you that the total mail payments to the 
scheduled carriers in fiscal 1951 was $61,000,000. This includes com- 

nsatory and subsidy payments, no matter where the line is drawn 

tween them. The scheduled carriers earned at least ape 000 for 
the Government in transportation taxes alone last year. I am not 
talking about the income taxes or the gas taxes our 6 i paid. I[ 
am talking about a special tax levied against tickets for air travel. 
This tax earned enough money to pay back all the mail payments in- 
cluding subsidy and leave $12,500,000 n parwalg The scheduled car- 
riers were no drain on the public gearse last yea 

Finally, let me say something about what this ‘subsidy money, if any, 
is for. By and large it is public money to buy public benefits. It en- 
ables small communities to get air service, it buys air power in the 
broadest sense of the term, but of real significance is the fact that it 
is needed to continue the growth and development of air transporta- 
tion. 

If we just assume the current level of business and no further in- 
crease in costs, the larger carriers could probably get along all right as 
they are right now—with no subsidy at all. Wec ‘ould just sit back on 
our fat Constellations and Douglases and Boeings and Convairs and 
Martins and use current facilities and techniques. We could haul the 
people and the cargo as they are now being hauled and—again assum- 
nig the current market and last week's costs—we would probably be 
all right. 

Two or five years from now we could still put up 400 airplanes for 
military use. They would just be the same ones we have now, and 
they would be pretty much out of date, in the future, but there they 
would be. But your support and decent earnings are needed for 
progress. 

Just as you bring air service to little communities off of trunk 
routes by public support, so do you also invest in future improvement 
by allowing the airlines to earn a rate of return that will allow for 
the expense > of improvement. 

So, in an important sense your support is needed to get the air- 
planes of tomorrow _" an air transport system adapted to the needs 
of the Nation next year, or 5 years from now. That support is not 
being used to line the au ‘kets of airline investors, and it is not being 
used to pay high salaries to airline employees. That support has 
been used to do the wonderful job that has been done in the last 15 
years. 

We have to do an equally fine job in the future, and I know you 
want us to do it. You want to see American-made jet transports on 
the air routes of the world and you want to see them operated by 
American companies. You want the smaller communities to continue 
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to get air service—and better air service than they can be given today. 

And you want the equipment we operate—both in quality and quan- 
tity—to be equal to the requirements of the country in the future. 
We all want these things to come about—so aren’t we just talking 
about methods ¢ 

My idea of the best method, and the American method, is to insure 
an atmosphere and a stability in our industry, that will attract pri- 
vate capital to do the job, 

We con't have that atmosphere when the CAB feels it has to come 
up here and earn your approval because it has recaptured X millions 
of dollars. It is not created when further recaptures are threatened. 
It is not fostered when certain proponents of subsidy separation only 
want to get developmental funds out where they can take an ax to it. 

In conclusion, I should state specifically what would be done by 
this committee : 

No. 1: The act that you wrote and had passed 15 years ago is a 
superb piece of legislation. You should be proud of it and share 
the credit for the job that has been done under it. 

No.2: Reaffirm the principles you wrote 15 years ago—and the 
standards, objectives, and instructions you put in the act. You told 
the Board to set fair and reasonable rates. 

You told them in paragraph 406 (b) what elements to consider in 
making those rates. You said to set rates that would get us an air 
transport system good enough to do the job. 

The Board did what you said and they did it well. You have the 
system today that you wanted yesterday. 

All you have to do in order to get the air transportation system 
you want tomorrow is to let the Board get back to its job and develop 
that system. 

The only new item you have before you is a commendable desire, 
which we share and emphatically share and support, to tel) the Ameri- 
can people what part of the rates set by the Board relates to future 
improvements and developments. Then you want to make the Board 
responsible to the Congress for obtaining that part of the rate which 
is not directly related to the carriage of mails. 

The Board can do that job. They can tell you what amount—in 
the rates they set—is needed for additional growth and development, 
or for continued service to the smaller communities. 

They can tell you what part of the rates covers the carriage of mail 
on a compensatory basis. It does not matter too much where they 
draw the line, so long as they are somewhere near reasonable about it. 
What must be done after that is for this committee and Members of 
the Congress, exercising their independent judgment as to the neces- 
sity for these funds, to insure that our air transport system will be 
given the assistance they think it needs. 

It is our belief that you have practically all of the law on the books 
that vou need. All you are looking for is an additional instruction 
to the Board to let you know how much of the money required for 
aviation they are spending is compensation for carrying mail and 
how much is needed for other purposes. That is what you want to 
know and that is what the public wants to know and that is what they 
ought to know. You have given them sufficient guidance as to what 
these other purposes legitimately are, when considered from the point 
of view of the public interest. The burden continues to rest on your 
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shoulders and I am sure you will continue to carry it with the same 
outstanding success that has marked your efforts during the past 15 
years, 

The CuarrmMan. Are there any questions ? 

Mr. Heseuron. Mr. Chairman. 

The Cuatrman. Mr. Heselton. 

Mr. Hesevron. How much was the TWA receiving prior to the 
Big Four case ¢ 

Mr. Taywor. In the Big Four case our rate was set at 63 cents a ton- 
mile up to the date of settlement and from that date forward 45 cents 
per ton-mile. 

Mr. Hesexron. It is a fact, is it not, that refunds were made to the 
Government by the TWA on its domestic side of $2,113,000? 

Mr. Taytor. Yes, sir. 

Mr. Heserron. It is also a fact, is it not, that for the 12 months 
ending December 31, 1951, there was a difference of $1,749,000 between 
the actual revenue received and the estimate of revenue at the UPU 
rates? 

Mr. Taytor. I would take it subject to check, sir. I do not know. 

Mr. Heserron. Is it not a further fact that in estimated changes in 
the mail pay for which the new rates were established during the 
period 1951 to February 1952, there is a difference in the annual pay 
on prior rates of $2,069,000; that is, the old rate was $7,241,000, and 
the new $5,172,000 ? 

Mr. Taytor. You are talking about international rates now ? 

Mr. Hesevron. No; domestic. 

Mr. Taytor. IT understood you to cover a period from 1951 through 
February 1952. 

Mr. Hesevron. Yes; and for your assistance, this material was fur- 
nished to us by the CAB when they testified here at the start of the 
hearings. 

Mr. Taytor. That must be all right, Mr. Heselton. I assume that 
they furnished you accurate information. 

Mr. Hesevron. Do you know what proportionate part of the mail 

carried by TWA is on the domestic side as compared to the interna- 
tional carriage or overseas / 

Mr. Taytor. In terms of ton-miles? 

Mr. Hesevron. Well, give your best estimate. 

Mr. Taytor. I cannot sive you the exact figure, but IT am certain 
that we carry a much greater volume domestically than we do inter- 
nationally: much greater. 

Mr. Hesexvron. And you are going to be separated on the interna- 
tional side by June 30? 

Mr. Taytor. The Board says we are: yes, sir. 

Mr. Hesevron. That is all. 

The Cuarmman. Thank you very‘much. 

Mr. Taytor. Thank you. 

Mr. Worverton. Do we understand that we have finished with the 

ritness ¢ 

The CHarrman. I understand that we have finished with this 

ritness. 

Mr. Marvin has to be heard. Can we hear him this afternoon ? 

Mr. O'Hara. Mr. Chairman, we got in a jam yesterday because of 
that. 
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The Cuatrman. I hate to devote another whole day or whole morn- 
ing to this. All we can do is come back tomorrow morning at 10 
o'clock. We have to have an executive session now. 

So the committee will stand adjourned until 10 o’clock tomorrow 
morning. 

(The following matter was submitted for the record :) 


AMERICAN NEWSPAPER PUBLISHERS ASSOCIATION, 
New York, N. Y., April 7, 1952. 
Hon. Roper’ Crosser, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D.C. 

DreAR CHAIRMAN Crosser: The American Newspaper Publishers Association is 
a nonprofit trade association comprising daily uewspapers in its membership 
which represents more than 85 percent of the total daily newspaper circulation. 
We wish to go on record in favor of bill H. R. 508 by Representative Kennedy 
(Massachusetts) providing for the separation of subsidy from air-mail pay. 

The American Newspaper Publishers Associaion for many years has been an 
advocate of a proper cost-accounting system in the Post Office Department which 
would separate subsidies and nonpostal services from actual costs of handling 
mail so that it would be possible to determine fair rates of pay based on actual 
costs of handling mail. 

It is our belief that bill H. R. 508 is a constructive step in that it provides 
for the separation of air-mail subsidies from the actual amounts paid by the 
Post Office Department for carrying the mail. 

The ANPA is aware of a similar bill passed by the Senate, S. 436, but it is 
the belief of this organization that bill S. 436 would permit hidden subsidies 
to remain in mail pay. 

Particularly objectionable is the proposal in bill S. 436 that the rates of pay 
to United States airlines carrying mail to foreign points shall be tied in with 
the rate of pay set up by the Universal Postal Union. These rates are far in 
excess of the actual cost of handling the mail. For this reason the American 
Newspaper Publishers Association hopes that the Committee on Interstate and 
Foreign Commerce of the House will recommend bill H. R. 508 for House 
passace. 

With regards. 

Sincerely yours, 
CRANSTON WILLIAMS, General Manager. 


Law Orrices or THEODORE I. SEAMON, 
Washington, D.C., April 2, 1952. 
Hon. Roperr CROSSER, 
Chairman, luterstate and Foreign Commerce Committee, 
House of Representatives, Washington, D.C. 

DEAR Mr. CHAIRMAN: In lieu of time which would be required of your com- 
mittee for the presentation of an oral statement on behalf of the tive named 
Alaskan air carriers, pursuant to arrangements made with your committee 
clerk, and in order to save the time of the committee, we appreciate the opportu- 
nity afforded us of submitting the enclosed statement for inclusion in the tran- 
script of the hearings before your committee on subsidy separation legislation. 

The enclosed statement is accordingly herewith submitted by Alaska Coastal 
Airlines, Cordova Air Service, Inc., Ellis Airlines, Inc., Northern Consolidated 
Airlines, Inc., and Wien Alaska Airlines, Inc., for incorporation in the record, and 
for consideration by your committee in its current deliberation on 8S. 435 and the 
other legislative proposals which are before it for subsidy separation. 

Respectfully, 
THEODORE T. SEAMON, 
Attorney for Alaska Coastal Airlines, Cordova Air Services, Inc., Ellis 
Airlines, Ine... Northern Consolidated Airlines, Tne.. Wien Alaska 
Airlines, Ine. 
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MEMORANDUM STATEMENT OF ALASKA COASTAL AIRLINES, CorpovA ATR SERVICE. 
Inc., ELLIs AIRLINES, INC., NORTHERN CONSOLIDATED AIRLINES, INC., AND WIEN 
ALASKA AIRLINES, INC. 


This statement is submitted by the following Alaskan air carriers for the record 
in the hearings before the Interstate and Foreign Commerce Committee of the 
House of Representatives on the question of subsidy separation: Alaska Coasta! 
Aiirlines, Juneau, Alaska; Cordova Air Service, Inc., Cordova, Alaska: Ellis 
Airlines, Inc., Ketchikan, Alaska; Northern Consolidated Airlines, Ine.. An 
chorage, Alaska; and Wien Alaska Airlines, Inc., Fairbanks, Alaska. 

The above-mentioned carriers constitute a substantial segment of the group 
of purely intra-Alaskan air carriers. We hold grandfather certificates of public 
convenience and necessity, issued and from time to time variously amended by 
the Civil Aeronautics Board, authorizing us to engage in air transportation over 
routes, between points, and within areas in the Territory of Alaska with respect 
to persons, property, and mail. Our operations in the aggregate extend, except 
for the Aleutians, throughout the entire Territory of Alaska, including south 
eastern Alaska ; and, in the interior, to the many isolated sections in the Territory 
from Point Barrow on the north, to Kotzebue, Nome, Bethel, and Platinum on 
the west, and the Prince William Sound and Bristol Bay areas on the south. 
Our respective headquarters and main bases of operations are found at our prin 
cipal addresses as above listed. 

We feel that it is desirable that when your committee comes to fina! 
consideration of the various legislative proposals for subsidy separation, it 
should be informed of certain conditions, circumstances, and considerations 
relating to our operations in the carriage of mail, persons, and property 
within the Territory of Alaska. We understaml that in addition to S. 436, 
which has passed the Senate and is now before your committee, there are a 
number of other specific bills and proposed amendments on this subject. We 
have not had the opportunity to analyze in detail all the individual bills and 
proposals which we understand have been exhaustively analyzed and discussed 
by other interested groups and individuals, including governmental agencies. 
While, therefore, we do not in this statement undertake to discuss any individual 
bill or legislative proposal, we do feel, as an informal group constituting a 


dominant segment of the entire intra-Alaska air transportation system (in 
fact of the entire intra-Alaska transportation system) that we should apprise 
your committee of our services and operations so that in considering the 
application of proposed legislation to the larger international, domestic, and 


overseas air services your committee will also take into consideration our 


services and problems. 

The position of Alaskan air carriers is so unique that they have been 
grouped, by regulation of the Civil Aeronautics Board, into a_ separate 
classification. 

Save to a limited extent, and since the disappearance of the dog team as 
the basic mode of transportation within Alaska, air transportation is now 
the only practical means for the movement of persons, property, and mail 
between points within the Territory. 

In many, if not most cases, the facilities of intra-Alaskan Air Carriers 
ure the only means available to the Post Office Department for the transportation 
of the mails. 

All classes of mail, first-class, second-class, third-class, parcel post and air 
mail must be moved by air, using the facilities of the intra-Alaskan carriers; 
and the Post Office Department is dependent entirely upon the facilities of 
such carriers throughout most of the Territory for any mail service. 

Nowhere under the United States flag is it believed that this dependence 
upon air transportation is so pronounced. : 

The communities of Alaska have been likened to a group of isolated islands, 
separated by mountainous terrain and extensive tundra areas rather than 
water, which islands cannot be connected as a practical matter by surface 
transportation, boat or otherwise.’ 

While the development of airports within the Territory bas made possible 
# greater use of multiengine equipment, a substantial portion of the total air 
services, for mail as well as commercial traffic, must be performed with smal! 


1 Foor detailed discussion of Alaska and importance thereto of air transportation, ¢ f 
Renort of the Alaskan Task Force. Seventh Report of Preparedness Subcommittee of the 


Committee on Armed Services, United States Senate, 82d Cong., February 15, 1951. 
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aircraft, operated on wheels or floats during the summer season, and on wheels 
or skis during the long winter season. This type of equipment and equipment 
modifications is required by the nature of the landing areas upon which the 
operations must depend, including improvised strips, beaches, river sand bars, 
lukes and streams. Operations within southeastern Alaska are conducted 
entirely with amphibious or float-equipped airplanes. 

The mail service of Alaskan air carriers is unlike that of the domestic air 
carriers. The Alaskan air carriers carry all classes of mail because there is 
no other means of transportation. They carry mail without charge to points 
not on certificated mail routes. On mail routes, the volume of mail may alone 
equal the pay-load capacity of the airplane. The carrier will often find it neces- 
sary to divide such mail loads to accommodate its commercial traffic, and will 
operate several flights (probably fully loaded when leaving the terminal), but 
often receives mail pay for only one of such flights. 

The advent of air parcel post, and the rezoning within Alaska by the Post 
Office Department, has greatly expanded the volume of mail loads. The bulk 
of such mail at times occupies the full space capacity of the airplane without 
utilizing the full weight capacity. Ton-mile figures alone do not, therefore, fully 
reflect the mail service rendered. 

While a large volume of traffic now moves by air between major traffic centers, 
the critical volume moves between one (or more) of the major traffic centers 
und isolated points in its trade area. The latter traffic presents an unusual 
and costly problem to the carriers, There is littlle traffic between the points 
within the trade area. As a result, an airpline leaving the trade center with a 
full load, as is most frequently the case, will gradually discharge that load, with- 
out replacement by intermediate traffic, and reach destination nearly empty. 

The marked seasonal nature of work and traffic requirements in Alaska result 
in a directional unbalance in transportation. Large volumes of traftic move in- 
hound in the spring of the year, and out-bound in the fall. It is imperative that 
movement of such traffic, and of the mail, be expedited to maximum extent during 
those periods. The unidirectional flow of traffic results in a condition whereby 
it is necessary to dispatch planes from point of origin fully loaded, which planes 
will reach terminal destination substantially empty, and return with extremely 
light loads. This situation arises no less from exclusive mail requirements. 
Much of the unused available ton-miles flown within Alaska can, accordingly, be 
attributed exclusively to the mail service. 

The service rendered for, and the responsibilities of the earriers to, the Post 
Office Department include the actual rendition of mail messenger service from 
the landing area to the town or village, which may in many cases be a matter 
of several miles from the beach, river, or other landing area. In many cases, 
it is necessary for the pilot himself, with consequent loss of time and utilization, 
t« perform the physical carrying of the mail sack from the landing area to the 
village or community served. 

Because small bush-type equipment is not operated on instrument fight rules, 
and in the absence of extensive weather reporting and air navigation facilities, it 
is often necessary that an airplane make several flights to a peint, before it is 
finally able to reach it, land, and complete its service. Many more miles must, 
therefore, be flown to meet the majl requirements than the actual miles involved 
in completed trips credited for mail pay purposes. 

Substantial quantities of parcel post and other classes of mail are delivered 
by boat from the States which overtay storage facilities at the seaports in 
Alaska. Isolated communities which can only be served by small aircraft are 
dependent entirely upon the facilities of the Alaskan air carriers for ultimate 
deliveries of such mail and parcel post. As a consequence, it is necessary for the 
carrier to make continuing repeated trips with small aircraft in order to insure 
delivery of the vast accumulation of this all-important item of traffic. This is 
done without reference to filed and designated schedules of the Post Office De- 
partment, but in order to meet the responsibilities of the Department to the 
inhabitants of such isolated points. 

It is thus apparent that Alaskan air carriers experience costs and conditions 
unknown by the trunk-line and local-service carriers, and that many of these 
costs and requirements are soundly attributable to the mail service. This is true 
in respect of other unusual operational methods forced upon the carriers by con- 
ditions beyond their control. Cost of refueling aircraft at outlying points, for 
example, is as high as a dollar per gallon for gasoline. It is often necessary for 
the carrier itself to fly gasoline to be cached at outlying points 
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Manifestly any compensatory rate per ton-mile determined by allocation of 
costs in other air services Cannot reasonably be applied to the Alaskan air car- 
riers; nor can these carriers reasonably be related to any other classification of 
air carriers, 

The Federal Government today is expending vast sums for the defense and 
further development of the Territory. Just as the past development and the 
mission of the Post Office Department in Alaska would not have been possible 
without the availability of air service, so will the services of these carriers be 
essential for the accomplishment of the present and projected objectives of the 
Government. During the war, qualified military officers stated informally that 
many military objectives, even in the actual theater of war, would not have 
been accomplished without the aid of these carriers. The mail pay of the car- 
riers represents only a fractional part of the total Alaskan expenditures now 
being made by the Government, and only a very small part of the mail pay to 
all air carriers; but any risk of reduction in or uncertainty in receipt of that small 
part will eventually react unfavorably upon the broader objectives, including 
the postal service and national defense. 

Alaskan air carriers, in the face of past and present inadequate equity capital, 
and handicapped in their endeavors to obtain either equity or loans at reasonable 
terms; with adverse and complex operating and economic conditions; have 
nevertheless found it necessary over the past 10 vears to expand, equipment and 
operationally wise, to meet the expanding requirements of the postal service and 
the national defense within Alaska. These developments are now coming to a 
head within Alaska, simultaneously with a sharp inflationary cost, wage and 
price spiral, superimposed upon a cost level already appreciably higher than 
within the States. The Civil Aeronautics Board is cognizant of these problems, 
and within the framework of the legislation governing its activities, has been and 
is making every effort to meet the requirements of these carriers. 

The intra-Alaskan air carriers are currently working with and before the 
Board to obtain for the first time final rates of compensation for the transporta- 
tion of mail. Hitherto, rates have been temporary. The foregoing considerations 
and the results of necessary expansion to meet the postal and defense require- 
ments within Alaska have left these carriers in a precarious position. For the 
lirst time, with the prospects of being able to show some stability, and especially 
#n assurance of continuing stability of earnings, these carriers have some hope 
of obtaining equity capital to strengthen their critically weakened financial and 
credit position. Any legislative or administrative action which would impair 
this awakening confidence in the future financial stability of these air carriers 
would lead to literal economic disaster and the eventual elimination of these 
facilities upon which the postal service as well as the general national interest 
so heavily relies. 

We desire to emphasize that we do not purport, in this statement, to oppose 
the principle of subsidy separation. We are hopeful, however, that your com- 
mittee will afford effective recognition to these general circumstances of Alaskan 
air carriers when it considers the various legislative proposals which are before 
it for subsidy separation. 


(Thereupon, at 10:50 a. m., the committee adjourned to meet at 
10 a.m. the following morning, Thursday, April 3, 1952.) 
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THURSDAY, APRIL 3, 1952 


Howse or Representatives. 
CoMMITTEE ON INTERSTATE AND ForreIGN COMMERCE. 
Washington, dD. C. 


The committee met, pursuant to adjournment, at 10 a. m., in room 
1334 New House Office Building, Hon. Lindley Beckworth presiding. 

Mr. Beckworrn. The committee will please be in order. 

(The Chairman submitted for the record the following letters :) 


INTEKNATIONAL ASSOCIATION OF MACHINISTS, 
Washington, D. C., April 2, 1952. 
Hon. RoBperr Crosser, 
Chairman, House Interstate and Forcign Commerce Committee, 
House of Representatives, Washington, D.C. 
DEAR CONGRESSMAN CROSSER*: Enclosed you will find a copy of a letter which I 
mailed to you under date of February 21 which apparently was lost in the mails. 
In this letter I have tried to set forth briefly our pesition on the question of 
subsidies for air carriers and particularly for the American-flag air carriers. 
It is my understanding that a subcommittee of the House Interstate and Foreign 
Commerce Committee is now considering this question and therefore it will be 
appreciated if our views are brought to their attention. 
A. J. HAYEs, 
International President. 


Enclosure. 


INTERNATIONAL ASSOCIATION OF MACHINISTS, 
Washington, D. C., February 21, 1952. 
Hon. RoBert CROSSER, 
Chairman, House Interstate and Forcign Commerce Committee, 
House of Representatives, Washington, D. C. 

Deak CONGRESSMAN Crosser: The International Association of Machinists 
representing the machinists, mechanics, flight engineers, and other employees on 
both foreign and domestic airlines, has a very real and substantial interest in 
proposed legislation, current laws, and appropriations affected by Congress which 
regulate and control our air carriers. 

At the present time, our concern is centered around the proposal relative to 
the separation of compensatory mail pay from subsidy as it affects the interna- 
tional operations of American-flag line carriers. 

American-flag airlines operating abroad compete directly with the lines of 
foreign nations. These foreign lines, most of which use equipment given their 
Government by the United States and pay their pilots and ground personnel only 
a small fraction of the wages paid by American-flag lines, are constantly in- 
creasing their participation in the world air market. They are alert to take 
advantage of any circumstance that might assist them to that end, among 
other things, by complaining about the subsidy paid to the American carriers. 

In the interest of our national defense and our domestic economy, it is our 
position that the American-flag lines must be fully protected against unfair com- 
petition by the foreign-flag lines. To this end, we believe that Congress should 
provide guaranteed subsidies to assure the solvency of American-owned car- 
riers, particularly in the international field. There are many sound reasons 
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why Congress should assume the responsibility of adequate subsidies and such 
subsidies should be clearly defined. 

These reasons and the justification for this request have been set forth t 
Congress on many occasions. In fact, after careful study and deliberation, 
was the recommendation of the President, the Post Office Department, and the 
Appropriations Committee of both the House and Senate that an adequate and 
sound subsidy should be provided which would allow for the prompt separation 
of airline subsidy from mail compensation. By so doing, it is our sincere belief 
that Congress will guarantee the financial stability and operating formula which 
will assure the solvency of our foreign-flag lines. 


Sincerely yours, 
A. J. HAYEs, 


International President 


CHAMBER OF COMMERCE OF THE UNITED STATES, 
Washington, D. C., April 2, 1952 
Hon. RopErt CROSSER, 
Chairman, House Committce on Interstate and Foreign Commerce, 
House Office Building, Washington 25, D. C. 

Dear Mr. Crosser: The chamber strongly endorses the principle of separatio: 
of subsidy from air-mail payments in the domestic field. 

In directing that the separation be made, we urge that rather than set rates, 
or rate bases, by statute, the Congress adhere to its long-standing policy of del: 
gating its rate-making powers to bodies created for that purpose. 

Several of the bills under consideration violate this traditional policy of 
Congress to delegate to quasi-judicial bodies the determination of fair and 
reasonable rates through established procedures. This policy properly recog 
nizes that rates and rate bases set by statute are inflexible and are difficult to 
adjust as conditions may warrant, and that anything so vital as the fixing of 
compensation for transportation service requires technical knowledge usual!) 
found only in bodies created for that purpose. 

Specifically, we suggest that a “cost of service plus a fair return” standard, as 
provided in some of the proposals before you, is unduly restrictive, since such a 
standard does not take into consideration the value of the service rendered. 

As for the separation principle as applied to international air transport, the 
chamber has no policy position. 

We hope that your committee will approve a bill at this session of Congress 
which will reflect favorable consideration to these suggestions, and we ask 
that this communication be made a part of the record of the hearings you ar 
presently conducting. 

Cordially yours, 
CLARENCE R. MILES 

Mr. Beckworrn. Our witness this morning will be Mr. Langdon I’. 
Marvin, Jr., research professor of air transport economics, at George 
town University. You may proceed, Mr. Marvin. 


STATEMENT OF LANGDON P. MARVIN, JR., RESEARCH PROFESSOR 
OF AIR TRANSPORT ECONOMICS, GEORGETOWN UNIVERSITY. 
WASHINGTON, D. C., ON BEHALF OF CITIZENS COMMITTEE FOR 


SUBSIDY SEPARATION 


Mr. Marvin. Mr. Chairman and gentlemen of the committee, m\ 
name is Langdon P. Marvin, Jr., research professor of air transport 
economics, Georgetown University, and I am appearing here on behalf 
of the Citizens Committee for Subsidy Separation, nearly all of the 
members of which were members of the postal affairs task force of 
the Hoover Committee whom I represented at your hearing in the 
Eighty-first Congress. 

I think there has been distributed to you copies of a reprint whic! 
has just come off the press from the Georgetown Law Journal, volume 





AIR-MAIL SUBSIDIES 381 


40, No. 2, being the study which I have done on “Air Mail Subsidy 
Separation.” I will from time to time refer to that, although I do so 
briefly to save your time. 

Also to save your time, the following people have concurred in my 
statement, rather than make separate appearances here or separate 
statements. It is unnecessary to read the names, if it is satisfactory 
to the chairman to put them in as if I had read them. 

Mr. Beckworrn. Yes. 

Mr. Marvin. These gentlemen are from taxpayers groups, labor 
groups, and veterans groups, and some individual citizens who, if I 
may say, performed, I think, very fine public service in the long hours 
of work they have put in in studying this. 

Mr. O'Hara. You mean by that that they have read your statement 
and know what is in it ? 

Mr. Marvin. Yes, Congressman O’Hara, they have read the state- 
ment. The statement was sent to them and they have all expressed 
concurrence in it. If there is any doubt on that score I would ask 
permission of the chairman to insert the letters and telegrams from 
the gentlemen listed here as evidence of that concurrence. 

Mr. O'Hara. I do not think that that is necessary, Mr. Chairman. 
If the gentleman says so that is sufficient for me. 

Mr. Marvin. The gentlemen are: 

Mr. Norman MacDonald, executive director, Taxpayers Federation. 
11 Beacon Street, Boston, Mass. 

_ Mr. Walter O. Howe, executive vice president, Citizens’ Public Ex- 
penditure Survey, 100 State Street, Albany, N. Y. 

Mr. James F. Horst, director, air transport division, TWA, 80-07 
Broadway, Elmhurst 73, N. Y. 

Mr. Michael Straight, chairman, American Veterans Committee. 
1416 F Street NW., Washington, D. C. 

Dr. Godfrey Lowell Cabot, elder statesman in aviation, former 
president, National Aeronautics Association and FAI, 77 Franklin 
Street, Boston, Mass. 

Mr. John F. Budd, publisher, 10 Bridge Street, New York, N. Y.. 
honorary chairman, aviation section, New York Board of Trade. 

Mr. Robert E. Kline, Jr., attorney and drafter of first subsidy sep- 
aration bill, Eightieth Congress, 322 Munsey Building, Washington, 
D.C. 

Mr. John Gunther, legislative representative, Americans for Dem 
ocratic Action, 1740 K Street NW., Washington, D. C. 

Mr. Hugh W. States (CIO), 1571 James Avenue, Redwood City, 
Calif. ; 

Mr. Louis C. Pakiser, Jr., executive director, American Veterans 
Committee, 1751 New Hampshire Avenue NW., Washington, D. C. 

Mr. Hoyt S. Haddock, executive secretary, CIO Maritime Com- 
mittee, 132 Third Street SE.., Washington, D. C. 

(The matter referred to is as follows:) 

30STON, Mass., March 25,1952. 
LANGDON P, MARVIN, Jr., 
Study Room 141, Library of Congress Annex: 
Please record me as concurring in your statement before Interstate Com- 


mittee. 
NORMAN MACDONALD, Tarpayers Federation. 
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Boston, MAss., March 26, 1940. 
Prof. LANGDON P. MARVIN, Jr., 
Library of Congress Anner: 


I do favor air-mail subsidy separation bill H. R. 508, 
Goprrey L. Canor. 


CIO MARITIME COMMITTEE, 
Washington, D. C., March 24, 1952. 


Commander LANGDON P, MARVIN, Jr., 
Study Room 141, Library of Congress Annes: 
Washington, 25, D.C. 

Dear Don: We have read your draft testimony on H. R. 508 for presentation 
before the House Interstate and Foreign Commerce Committee. The principles 
expressed in your statement are in agreement with those which we have hereto- 
fore made known to Congress. Time does not permit me to redraft our views 
and attend the hearings. 

If the opportunity should present itself, we would consider it a favor if you 
would tell the committee that your views in this matter and ours are in com- 
plete harmony. 

May I express to you my personal thanks for the excellent public service job 
you are doing on this subject. We do hope that you will find it possible ‘to con- 
tinue this public service until this question is resolved in a manner which will 
be in the public interest, convenience and necessity. 

Sincerely and fraternally, 
Hoyt S. Happock, 
Rarecutive Secretary. 
APPENDIX A 
JUNE 9, 1950. 
Mr. Rocer B. DouLens, 
Pan American World Airways System, Washington, D. C. 

Dear Mr. Doviens: I have your letter of May 26, taking exception to my 
presentation before the Transportation Subcommittee of the House of Representa- 
tives on May 24, wherein I opposed the proposal that United States airlines 
operating on foreign routes be treated differently than the domestic carriers in 
the bill, H. R. 2908, to separate subsidies from air-mail pay 

I gather that the essence of your objection is that Pan American Airways has 
made no such proposal and is all for the separation. If that is so, T am very 
giad to hear it, and hope that you will support the separation bill now before 
the Transportation Subcommittee of the Tlouse Commerce Committee, H. R 
2008S, and its companion bill, S. 1431. However, froin the previous statements 
nade by Pan American Airways, I understood that Van American was interested 
in a different type of separation for its own operations than that contemplated 
for the domestic lines. 

President Truman, the Hoover Commission, the House Post Office Comunittee, 
the Senate Appropriations Committee, and the genuine separation bills, H. R. 
2908 and S. 1451, all call for separating the concealed subsidies now paid to 
airlines from the Post Office budget. By separation, they mean that the present 
$125,000,000 air-mail payments of the Government should be separated into: 

1. A compensatory mail rate, to be paid by the Post Office to the airlines for 
services rendered, such rate to be based upon the cost to the airlines of rendering 
these services, plus a fair and reasonable return. 

2. Any payments over and above (1) should be considered subsidy, to be 
brought out in the open, and to be paid from the appropriations of the Civil 
Aeronautics Board and not the Post Office. 

The proposal which Mr. Trippe made at the Senate Commerce Committee on 
June 28, 1949, to which you referred in your letter, is very different from the 
separation called for in the above legislation and recommended hy the above- 
mentioned authorities. 

On page 1907 of the hearings before the Senate Commerce Committee pursuant 
to House Resolution 50, June 28, 1949, Mr. Trippe recomimended that the com 
pensatory mail rate for American-flag carriers operating over foreign routes 
should be that established by the Universal Postal Union. This is, of conrse.ta 
very different kettle of fish than the compensatory mail rate, based upon cost, 
called for in the genuine separation bills, H. R. 2908 and S. 1431, to separate 
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subsidies from air-mail pay. Far from removing the concealed subsidies in the 
Post Office budget now paid to the airlines, this recommendation would keep 
them there, under a different name of course, and perhaps even raise them. For 
example, it is my understanding from the statistics which I have received from 
the Civil Aeronautics Board, that in 1949 Pan American World Airways received 
from the Post Office an average of $2.37 per ton-mile of mail carried, an amount 
which includes the concealed subsidies. Under Mr. Trippe’s proposal this charge 
of $2.37 on the Post Office, far from being reduced, would be set at the UPU rate 
of $2.86 ton-mile, and furthermore Pan American would be entitled, under Mr. 
Trippe’s proposal, to additional operating subsidies over and above $2.86. 

This amounts to attempting to turn the separation reform into something ver) 
different than what was intended, and the economies to the taxpayer and the 
vreater responsibility to be achieved by bringing these subsidies ont in the open 
rather than hiding them in the Post Office budget would be voided. 

That the present rate of $2.37 per ton-mile is Considerably in excess of a fair 
compensatory mail rate based upon costs is evidenced by a comparison o: your 
mail revenues with your other forms of traflic: 

Pan American World Airways revenues, vear ended September 30, 1949, accord 
ing to CAB: 

Per ton-mile 


SO. 73 


Passengers 
Express : 
Mail - ” : 2.37 

It is thus easily seen that at present the Post Office is being compelled to pay a 
mail rate to Pan American which is much higher than a fair compensatory rate 
would be. Obviously, it is unfair burden for the Post Office to have to pay over 
three times the passenger rate for mail, a type of traffic which does not have to 
be solicited, advertised for, nor fed, nor fussed over en route. A comparison 
with the freight rate shows an even greater disparity, with the Post Office having 
tO pay Six times the express rate for mail, a type of cargo which requires no 
solicitation and which is delivered and picked up by the Federal Government. 

Instead of reducing the present Post Office mail rate to a compensatory mail 
rate based on cost, which would be done in the case of domestic carriers, Mr. 
Trippe’s proposal would lift the charge to the Post Office even higher, and then 
would add on top of that some additional subsidy. 

The Universal Postal Union rate at present covers only about 3 percent of 
American air mail going abroad. It is a rate devised to cover only the odd situa 
tion where the United States wants to move United States mail but does not 
have a United States airplane handy to move it. It would be ridiculous to make 
this odd rate cover the other 97 percent of our air mail going abroad, which is 
United States mail on United States aircraft. 

Furthermore, Mr. Trippe’s proposal would be discriminatory in two ways: 

(a) A domestic airline having no international routes might be at a consider 
able disadvantage competing against another domestic airline which could draw 
large subsidized mail pay through its international division. 

(b) In comparing what our international airlines would have gotten under 
Mr. Trippe’s proposal during 1949, as compared with what they actually would 
vet in mail pay, we find that every airline would have lost except Pan American, 
which would have gained $3,000,000, and American Overseas Airlines, which 
would have gained $47,000. 

The only places where I know of Mr. Trippe’s proposal having found expression 
in legislation have been in the “chosen instrument” bill supported by the Pan 
American in 1947 and earlier for the purpose of legislating that there should be 
just one United States airline to operate on foreign routes. This bill was pot 
favorably acted on by either the Senate Commerce Committee or the Senate and 
rece'ved a good deal of unfavorable comment in the press and among the general 
public. 

We are opposed to continuing the present practice of concealing anywhere 
between $30,000,000 and $60,000,000 a year of airline subsidies in the Post Office 
budget: (1) Because these concealed subsidies add heavily to the postal deficit 
at a time when cuts are being made in the mail services to the public: and 
(2) because under an irresponsible and hidden system these concealed subsidies 
can be used as a weapon by management against labor. 

As I noted in my statement, the Hoover Commission recommended the separa- 
tion reform for the air transportation of both “domestic and foreign air mail.” 
We believe the separation reform should be applied equally and fairly to all 
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parts of the air transportation industry. What is sauce for the goose is sauce for 
the gander. 

I am amazed by your statement that “so challenging, in effect, were Mr. 
Trippe’s recommendations to the Senate Interstate and Foreign Commerce Com- 
mittee, that they form, in large part, the basis of that body’s report on separation 
affecting international carriers.” 

Does this mean, in effect. that Pan American Airways is boasting that it writes, 
“in large part,” the reports of a committee of the United States Senate? 

Very truly yours, 
Hoyt S. Happock, 
Executive Secretary, ClO-Maritime Committee, 


AMERICANS FOR DEMOCRATIC ACTION, 
Washington, D. C., Mareh 25, 1952. 
Mr. LANGpON P. MARVIN, Jr., 
Study Room 141, Library of Congress Anner, Washington 25, D.C. 

Dear Mr. Marvin: I have read your statement prepared for delivery before 
the House Committee on Interstate and Foreign Commerce, and I am very 
happy to report that the Americans for Democratic Action concur in the views 
set forth therein. 

The ADA, in its convention and through testimony presented last year, have 
made it abundantly clear that we support legislation which would separate the 
airline subsidies from compensation paid the airlines for the cost of carrying 
mail. 

We endorse H. R. 508 as the best method for assuring the public full disclosure 
of air subsidies. 

Very truly yours, 
JOHN J. GUNTHER, 
Legislative Representative. 


Marcu 20, 1952. 
Hon. Roperr Crosser, 
Chairman, House Interstate and Forcign Commerce Committee, 
House of Representatives, Washington 25, D. C. 
My Dear CONGRESSMAN CROSSER: I hope arrangements can be made for Mr. 
Langdon P. Marvin, Jr., to appear on our behalf at your air-mail subsidy separa- 
tion hearings. 
The American Veterans Committee is wholeheartedly behind H. R. 508 without 
weakening amendments. 
Sincerely, 
MiIcHaker Srrarant, National Chairman. 


Marcu 25, 1952. 
Prof. LANGDON P, MARVIN, Jr., 
Washington 7, D.C. 

Dear Don: I have read with care your proposed statement to the House Inter- 
state and Foreign Commerce Committee in favor of air-mail subsidy separation 
bill, H. R. 508, and I thoroughly agree with it. 

The 11,000 airline workers whom we represent are entirely in favor of separat- 
ing the hidden airline subsidies from compensation for the cost of carrying mail. 
Effective separation was recommended by resolution No. 17 of the twelfth con- 
stitutional convention of the CIO. We feel this separation should be backed 
up by cost allocation as it is in H. R. 508, and we are thoroughly opposed to the 
McMahon, McCarran, UU, and other weakening amendments which were put 
into S, 436. 

Your article in the Georgetown Law Journal is a very clear and fair presenta- 
tion of all the issnes, 

If I can possibly get down to Washington and appear personally, I will, because 
I particularly want to meet Congressman Crosser and some of the outstanding 
members of that committee. I would also like to tell them first-hand how these 
hidden air-mail subsidies are used by management against labor. 
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Meanwhile, as a member of our citizens committee for subsidy separation, I 
thoroughly endorse your statement. 


Fraternally yours, 
James F. Horst. 


JacKson Hetcuts, N. Y., 
April 2, 1952. 
LANGDON P. MaRvIN, Jr., 
Study Room 141, Library of Congress Annes: 

This is to authorize you to speak on behalf of the Transport Workers Union 
of America, CIO, in regard to H. R. 508 pertaining to separation of air-mail sub 
sidy. 
James F. Horst, International Vice President, 

Transport Workers Union of America, CIO. 


1571 JAMES AVENUE, 
Redwood City, Calif., March 30, 1952. 
LANGDON P. MARVIN, Jr., 
Washington 7, D.C. 

Dear Don: I have just completed reading your article published in the George- 
town Law Journal. 

I hope that everyone who reads this will recognize it, as I do, as a masterpiece 
of analysis and logical criticism. It is the first time that all this information 
has been put together in one article and some of it is indeed shocking. I sin- 
cerely hope that the people who receive copies will actually read and study it. 

If you have any extra copies I should certainly like to have a dozen or so to 
place where they might do some good. I am taking an active part in the primary 
campaign out here and will certainly educate some future legislators. 

This is also to inform you that in reference to your March 25 letter, I whole- 
heartedly support your statement of March 25 before the House Committee on 
Interstate and Foreign Commerce. 


Very sincerely yours, 
HueGH W. StTAgTEs. 


New York, N. Y., April 17, 1952. 
Mr. LANGDON P. MARVIN, Jr., 
Research Professor of Air Transport Economics, 
Graduate School, Georgetown University, Washington, D. C. 

learn LANGDON: I am sorry to have been out of touch with you these last few 
days, but I have been mixed up in a trying matter that has taken up my time. 

I am perfectly willing to stand behind you in your statement on behalf of 
H. R. 508. 

Thanks very much for the copy of your piece in the Georgetown Law Journal. 
It is an important summary of what has transpired in this field and will be 
invaluable for reference purposes. 

Sincerely yours, 
JaMes M. LANDIs. 

Mr. Marvin. Our feeling very definitely is that the public has a 
direct interest in separating the hidden airline subsidies from com- 
pensation for the cost of carrying mail, because the taxpaying public 
's called upon to pay twice, once to pay the airlines for flying the mail 
and second to pay for subsidies to the airlines. But, under the present 
-ystem, the taxpayers are denied their fundamental rights. First the 
right to know how much of their money is being spent for airline sub- 
sidies, and secondly—and this is very important—the right to express, 
through their elected representatives, approval or disapproval of the 
subsidies. At present the airline subsidies are hidden in the post office 
budget under the misleading label of “Mail pay.” This mail pay is not 
a small item and, as illustrated in the graphs which I have here to 
display to you, this item has added up to over one-half billion dollars 
(over $541,000,000) since the end of World War IT. 
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I believe it was developed on cross-examination of Mr. Nyrop, of 
the Civil Aeronautics Board, here on March 24, 1952, that the sub- 
sidy element in the “mail pay,” domestic and international, now adds 
up to around $80,000,000 a year. 

The Civil Aeronautics Board has also stated that the total mail pay 
for that same period—fiseal year 1951—is S117,000,000., 

If you divide that out, that comes to 69 percent of the “mail pay” or, 
say 65 percent, to be on the safe side, which is subsidy. In other words, 
the Post Office is being charged $1 for approximately 35 cents of 
service. 

Now, I want to display two graphs to you. ‘This is Mr. Alexander, 
a student at Georgetown Law School. 

This first graph—I think we have one set of reprints, if you would 
like to give them to the members. 

The first graph illustrates the growth of mail pay, beginning in 
1928, which 1s the first year that they kept books on the international 
as well as domestic-mail pay, although I think the Post Office in- 
dicated to you the domestic-mail service started 10 years before that. 
Anyway, you can see that the rise in “mail pay” since World War II 
has been perfectly phenomenal. In fact, if it keeps up it is going to 
go right off the graph paper. ‘These figures were taken from the 
annual reports of the Postmaster General. I believe it works out that 
just in the period since the end of World War I1, the so-called “mail 
pay” has added up to well over half a billion dollars (541,000,000, as 
shown in the table attached to graph No. 2). 

It is sometimes said that the growth in mail pay is because more 
mail is flying and that explains a good part of it, but does not explain 
all of it. Therefore, we had a second graph made to illustrate the 
climb of the dollars, since the end of the war, versus the climb of the 
sacks of mail. As you see, for instance, in this year [indicating on 
chart] the volume of mail, the number of ton-miles flown went down 
and the dollars went up. 

Mr. Hesevron. What year is that? 

Mr. Marvin. That is the fiscal year 1947, sir. 

Now, since then, they have both been going up. The volume of air 
mail has been increasing very considerably, but the dollars have in 
creased even more. 

If it is satisfactory, Mr. Chairman, may I ask that reproductions 
of those two graphs in small scale be included in my statement ? 

Mr. Beexworrn. I think that is all right, if they can reproduced. 

It is my impression that some work like that, that the authorities 
have difficulty in putting them into the record, but if they can do 
that with those two graphs, we will do our best to include them in 
this record. 

(The matter referred to is as follows :) 
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Figures ' 
lines”. 
Fiscal year- 

1928 
1929 


Meee 
1982___-. 


1939___- 


1 Source: 


Letters of Feb. 20, 


AIR-MAIL 


GRAPH 


used in graph entitled “Growth of ‘Mail 


Vail payments 
$4, 191, 000 
12, 3820, 000 
18, 918, 000 
25, 509, OOO 
26, 901, 000 
26, 348, 000 
18, 680, 000 
15, 667, 000 
18, 799, 000 
21, 043, 000 
28, 822, 000 
26, 347, 000 





and Mar. 
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No. 1 


Pay’ to United States Air 


Mail payments 

_ S831, SOS, 000 
34, 316, 006 

37, 771, 000 

28, 872, 000 

31, 633, 000 

41, 221, 000 

43, 888, 000 

59, O70, 000 

93, 363, 000 

_-. 1238, 624, 000 
1950__ . -_ 125, 596, 000 
1951_- am 133, 4138, 000 


13, 1952, from the Postmaster General to 


Fiscal year 
1940 
1941 
1842 ‘ 
1943... 
1944 
1945 
146__ 
1947 
1948 
1949 


Hon. John F. Kennedy, containing above statistics from the Annual Reports of the Post 


master General. 


Figures * 


Volume of Mail Carried by Airlines.’ 


Fiscal year— 
1946 
1047 
1048 
1949 
1950 


GRAPH 


Mail (ton- 
miles) 


Mail pay- 
ments 


$44, 204, 000 
56, 206, 000 
94, 848, 000 
110, 554, 000 
117, 890, 000 


54, 106, 000 
41, 064, 000 
47, Y77, 000 
59, 681, 000 
62, O85, 000 


No. 2 


used in graph entitled “‘Mail Pay’ to United States Airlines Versus 


Mail (ton- 
miles) 


Mail pay 
ments 


Sw 


Con | 

76, 029, 000 | 

Total for postwar | 
period 340, 942, 090 


Fiseal vear 


1951 117, 382, 000 


541, O84, 001 


! Source: Letter of Feb. 27, 1952, from Mr. Donald W. Nyrop, Chairman, Civil Aeronautics Board to 
Hon. John F. Kennedy containing above statistics on the volume of mail transported and mail payments 

Mr. Marvin. The growth in the subsidies is very clear, and I just 
want to refer to one item, which I think is very interesting, which | 
have at the bottom of page 164 in this study of mine, in the Georgetown 
Law Journal. This is from the 1938 hearings on the Civil Aeronautics 
Act where the information was developed by Mr. Holmes, who I see 
comes from the State and same party as Mr. Heselton, who is now on 
the committee, and he asked the representative of the Air Transport 
Association, the representative of the air-mail lines, if they would 
still expect some subsidy. The answer was: 

We expect adequate mail pay, sir. Reference to “subsidy,” in this industry, is 
usually reference to mail pay. The domestic airlines, as a whole, are now out 
of the subsidy Class. Last year the alleged subsidy to the domestic airlines 
amounted only to $400,000. 

Now, that is in 1938. 

Now, in 1951, comes the report of the Civil Aeronauties Board and 
I think it is calculated on a very, very conservative basis and under- 
states the amount of subsidy, if anything, and they say the domestic 
subsidy is 3414 million dollars ($34,500,000). 

That means instead of tapering off, the domestic airline subsidy 
has grown 85 times in the 14 years that the Civil Aeronautics Act 
has been in existence. 

As the “mail pay” has become a larger and larger item in the 
budget, there has been more and more talk of reform. 
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"MAIL PAY TO ULS; AIRLINES vs. VOLUME OF 
MAIL CARRIED BY AIRLINES, DOMESTIC AND 
INTERNATIONAL (SOURCE: Civil Aeronautics Board ) 
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I think the very first report was rendered to your committee, Mr. 
Chairman, by the Board of Investigation and Research in 1944. 
That is quoted on page 165 of my study. They advocated that: 

| . : ? 

Any direct Federal subsidies * * * should be divorced from reasonable 
compensation for services rendered in carrying the United States mail. 

Really, as far as congressional committees go, the first committee 
officially to recommend the separation was the Post Office Committee 
of the House under the chairmanship of Congressman Rees of Kansas, 
in 1948. 

It is the recommendation of the committee that the subsidy element in mail 
pay be separated. It has been suggested that this could be arrived at by account- 
ing procedures in the Post Office Department. 
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I think that it is important to keep that comment in mind in con- 
nection with this “administrative separation” of the CAB’s. 

However— 
says the Rees committee— 
this procedure would not eliminate the basic objection which is that, under the 
present situation we have an administrative board * * *, 

I suppose they are referring to the Civil Aeronautics Board, 

Allocating public funds through which basic public policies are established 
without action directly by the Congress. The better solution is to make provision 
for subsidies directly to the Civil Aeronautics Board. 

And that committee was the first one officially to recommend it 
(H. Rept. 1958, 80th Cong.; report of the Commitee on Post Office 
and Civil Service ). 

I believe separation has always been considered as needing an amend- 
ment to the Civil Aeronautics Act. That has been the jurisdiction of 
this Committee on Interstate and Foreign Commerce and this Com- 
mittee on Interstate and Foreign Commerce has the distinction of 
being the first congressional committee to report a bill which would 
actually separate subsidy from mail pay. 

We feel, and we feel very strongly, that the report which vou made, 
made by Mr. Beckworth, for this committee, House Report No. 3041, 
of the Eighty-first Congress is still a model of effectiveness and we 
hope that your committee, Mr. Chairman, will readopt that same 
report and report favorably to the floor the same legislation described 
in it. 

The same legislation described in that report is now in H. R. 508, 
introduced by Congressman Kennedy or H. R. 506, also by Mr. Ken- 
nedy, or H. R. 190, by Congressman Heselton from Massachusetts. 

We would like to say that in our opinion both Congressman Ken- 
nedy and Congressman Heselton have rendered a very fine public ser- 
vice and have shown bipartisan cooperation on the most patriotic 
plane, and are entitled to the highest praise for authoring these bills, 
and for carrying on the work for 3 years, it has been. 

For the sake of simplicity we will refer henceforth only to H. R. 
508 as the Kennedy-Heselton bill, instead of to all three bills. 

This bill, as I understand it, was favorably reported by your commit- 
tee, Mr. Chairman, in the Eighty-first Congress, by a vote of 15 to 2, 
which indicates the strong bipartisan support it has. 

There were some changes made in it. 

Those people who think now that H. R. 508 is very strong medicine, 
might want to look at the original bill, H. R. 2908, whieh, in our opin- 
ion, is still superior. At the time that you had your hearings, Mr. 
Chairman, I think you remember the Civil Aeronautics Board came 
down here and they wanted 17 changes in that bill, and on the last day 
of the hearings, in 1950, just as this is the last day of the hearings in 
the Eighty-second Congress, Mr. Kennedy, author of the original 
bill, offered amendments covering, I think, 15 of 17 points that were 
desired by the Civil Aeronautics Board. So that, I think, very con- 
siderable concessions have already been made to the air mail lines and 
to the CAB, which concessions are embodied in H. R. 508. 

Mr. O'Hara. You do not mean, do you, that H. R. 508 has been re- 
ported by this committee ¢ 
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Mr. Marvry. H. R. 508, sir, with one single exception, which I will 
discuss later on, is verbatim the bill that was favorably reported by this 
committee in the Eighty-first Congress, H. R. 9184, reported by House 
Report No. 3041, on August 31, 1950. 

Mr. O'Hara. But, considerably amended on the floor. 

Mr. Marvin. Yes, sir: there were some amendments made on the 
floor, and I will discuss those now or later on, as you prefer. 1 had 
planned to mention those, particularly the one on'cost allocation. 

The changes made in the original H. R. 2908 were quite considerable. 
This is in the hearings, at pages 241 through 251 of the hearings in 
the Eighty-first Congress. For example, they said that it would be 
necessary to put “to be rendered” in the bill, because the CAB said 
otherwise it could not pay the amounts prospectively, and they wanted 
authority in class rates and temporary service rates, and they wanted 
the priority for rate reduction petitions of the Postmaster Genera] 
eliminated, and then they wanted authority to fix subsidies on a class 
basis and so forth, and all of those changes were made—15 of the 17 
desired, which is, I think, going a great deal more than half way to 
meet the CAB’s objections in the bill the way it was reported out. 

And, they are now in this bill, H.R. 508. I might add that the 
original bill, the first separation bill which we preferred, although 
from a practical point of view, I doubt that it will be reported out, is 
now H. R. 189, by Mr. Heselton, and H. R. 505 by Mr. Kennedy. 


Prorer Stranparp ror Mam Pay: Cost or Services Renperep Pius 4 
Fain Rerurn 


Now, one of the important things that people have discussed here, 
previous witnesses here, is how to define mail pay, because you have 
got to detine one or the other, if you are going to separate two things. 

This is one suggestion which is not in any of these bills which has 
heen made. It has been hinted at by the Post Office Department, and 
Dr. Godfrey Cabbot, who used to be president of the National Aero 
nautics Association, has said “what is the use of temporizing here. 
The bill does not go far enough. It ought to be opened up for com- 
petitive bidding. If vou want to move the mail at the lowest rates 
open it up for competitive bidding.” 

That has not been done in any of these bills. I do not know what 
your feelings would be on it. 

There was a bill, H. R, 2909, in the 81st Congress, and S. 1077, by 
Senator Johnson of Colorado, which would have given the Postmaster 
General the authority to contract for large loads of mail, or parcel post, 
at rates below those set by the Civil Aeronautics Board, so that the 
Post Office could have the advantage of bulk shipment ; would not have 
to move everything at the retail price, so to speak; could occasionally 
pile up enough mail for a carload and yeh: * move it at wholesale 
rates, and I think that isa very worthy point. 

I notice that is elaborated on in the Postmaster General's letter of 
February 1, 1952, to your committee, and that Mr. Redding spoke for 
it in testifving here, although I think he said he thought it ought to 
be a separate bill. 

They are very wise about those things. If that is what you want 
and the way you want to handle it, fine. 
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I merely want to mention that this cost of service rendered, which 
has been attacked as the basis for mail pay, is, I think, probably one 
that would result in higher pay, considerably higher mail pay to the 
airlines than if it were thrown open to competitive bidding. 

Now, the cost of service rendered as a standard for mail pay has 
been on the domestic side, which has just been mentioned and that has 
been attacked as putting the airlines in a more rigid status than the 
railroads. 

I know very little about the railroads. I listened with much interest 
to Mr. Prince, and Mr. Drysdale here. 

I think one distinction to be made between the Interstate Commerce 
Commission and the Civil Aeronautics Board, as I understand it, is 
the Interstate Commerce Commission is not a promotional and sub- 
sidy-granting body; the Civil Aeronautics Board is a promotional and 
subsidy-granting body. ‘Therefore, the Interstate Commerce Com- 
mission which has this language which is less restrictive and less 
specific than the language as proposed in this bill which I think is 
just and fair, or fair and seniaidie rates—they have also interpreted 
that to mean on a cost basis. They figure it out on a cost basis: from 
a practical point of view it works out to the same thing. With the 
Civil Aeronautics Board you have another situation. They have 
two bank accounts. They have to have two bank accounts under 
this proposed legislation; one bank account on the post office—they 
would still be authorized to draw checks on the Post Office Depart- 
ment, and then in the other bank account under H. R. 508 which is for 
subsidies to the airlines. That is their own bank account, and I think 
it is only fair to say that there is a human tendency to pay as much 
of the bill as possible off somebody else’s bank account. 

In comes the ABC Airline and they want X number of dollars. It 
is easier, naturally, for CAB to use the authority granted to them and 
sign a check on the Post Office Department’s account. It is as if I 
had the authority to sign your name to checks. 

And that, of course, is the more painless way, because that goes 
through as a part of a Post Office appropriation and will be on an 
obligation of the United States. There will be very little question 
about it. 

Whereas, if they classify that amount, we say $1,000,000, or what- 
ever it is, they classify that as a subsidy, then they will have to take 
it out of their own bank account. They will have to go up and do 
battle for the million dollars, at the Appropriations Committee, and 
run the gamut of that, and so there would be an inevitable human tend 
ency to push as much as possible into the mail pay column, and I think 
this is a perfectly reasonable argument for having a more specific 
statute on the air-mail pay than you do have on the rail, as long as you 
are going to continue to permit subsidies to be granted. 

Now, the cost standard has been accepted in all of the bills that are 
before you. There are 11 of them. With one notable exception, and 
that is the bill that passed the Senate, S. 436. Now, S. 436 in its 
virgin form was verbatim the same thing as H. R. 508, the House 
committee bill of the Eighty-first Congress, but then when it comes to 
the international lines, they have quite a different scheme. 

I note here on page 187 of this study, that the Senate committee kind 
of skated all around it, but never put it in the bill. They said that the 
Post Office should have— 
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full cognizance of cost * * * the Postmaster General can secure complete 
cost data * * * will be expected to be mindful of the cost—will have strong 
incentives to keep the rates at or near costs, ete. 

They skate all around it, but they never put it into the bill and in- 
stead of that—and I think this is a very important point, Mr. Chair- 
man—would it be possible, if it has not been done already, that the 
Kennedy bill, H. R. 508, and S. 436, that copies be distr ibuted to the 
members of the committee? There are sme page and line references 
that I want to make, and it would save me reading language and save 
your time. 

Mr. Beckwortn. Mr. Layton, do you have copies of both of these 
bills? 

The Crerx. Yes, sir. They are around most of the desks. 

Mr. Beckworrn. Mr. Marvin has requested that copies be made 
available to each one of us here. 

Mr. Marvin. Mr. Chairman, the catch in the Senate bill is on page 
s, lines 3 through 5, on page 8, S. 436, as passed by the Senate, lines 3 
through 5. That directs that the Postmaster General in setting mail 
pay, on the preceding page, it says, “for foreign air transportation,” 
which under the act refers to United States airlines operating between 
here and foreign countries—*shall not exceed rates as prescribed by 
the Universal Postal Union. 

Well, that is perfectly harmless. That is a ceiling. 

But, then, the catch comes in on line 3, through line 5, page 8— 
shall not be less than any rates paid by the United States to foreign carriers for 
similar service. 

That means foreign-tlag carriers for similar service. 

Now, the difficulty there is this “not less than” means a floor, a floor 
permitting our lines to charge our Post Office the top rate charged by 
any foreign government. There may be only one foreign government 
that charges that; only one foreign government which charges this 
full ceiling rate of $2.36 per ton-mile that is permitted by the Uni- 
versal Postal Union. Then, we have to pay it, though we may only 
nove one ton-mile under this very high rate, we will have to pay that 
to all of our own airiines for carrying our own mail, even though 
there may be thousands of tons involved. 

Now, what is objected to by the Post Office Department—you have 
heard Mr. Redding, who I think gives the most excellent explanation I 
have ever heard of this very complicated thing. When you are talk- 
ing about the Universal Postal Union, it makes you do a lot of work. 
Most people never heard of it. 

They objected to it, because it would subject what the United States 
Government pays to United States carriers for handling United States 
imail, to what is charged by foreign postal administrations. In other 
words, the Government we will say, take a hypothetical case of El 
Costaragua, and say to get from point A to point B in El Costaragua, 
where perhaps we have a consulate and a few businessmen, a mission, 
and what not, we have some airmail. It is either give it to the Ki 
Costaraguan Air Line, or let it go in on muleback. And, you put it on 
that El Costar aguan Air Line, and you are charged what the El 
Costaraguan Post Office Department says that you have to pay. 

Now, they are allowed to charge up to $2.86, and in point of practice 
they always charge the full ceiling, and if you move just 1 ton of mail 
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on the El Costaraguan Air Line at $2.86 a ton-mile, then you have got 
to pay $2.86 for all of the millions of ton-miles of letter mail moved 
on Pan American, or the TWA, or the Northwest, or the Braniff, or 
the Chicago & Southern, etc. 

Mr. Doiutver. Do you mean that that actually exists, or that that 
would be the condition under this bill ? 

Mr. Marvin. That is the situation that would pertain under this 
bill, Congressman Dolliver, under lines 3 through 5, page 8, of S. 436, 
as amended by the Senate. 

Mr. Haut. Would you say that that is a real possibility or just a 
probability? In other words, have we had any instances in the past 
where just 1 ton of mail for one nation has fixed the rate, or are you 
just picking something out of the air which is possible but not 
probable ? 

Mr. Marvin. Well, it would definitely not only be probable, but 
the situation under the law of the land, if this Senate bill passed. 

Now, it has not happened before, Congressman Hall, because there 
has never been a provision in the law of that kind. There has never 
been any such provision for our surface mail, or the air mail, linking 
what we pay our own lines to what we pay foreign-flag lines. 

Mr. Hawi. Well, I had in mind this question. Do you think any 
small nation would set itself up alone and bring about this kind of 
a situation? Do you think that any one small nation would do a thing 
like that ? 

Mr. Marvin. Well, I think it is very, very probable; yes, sir. There 
are a good many places in the world where American-flag airlines do 
not serve. We are compelled to use that foreign-flag line or have the 
mail go in by muleback. 

Mr. Beckworrn. Mr. Marvin, in order that we may know about 
how long your statement is going to take, how much more time are you 
going to require ¢ 

Mr. Marvin. Well, Congressman, I figure about 25 or 30 minutes. 

Mr. Beckworrn. The reason that I asked that question is that 
naturally we want to conclude this hearing this morning, and I think 
that it is all right to go ahead and let the witness complete his state- 
ment say for about 20 or 25 minutes, and then give the members a 
chance to ask questions. 

You may proceed. 

Mr. Marvin. I would like to point out in connection with language 
in the Senate bill, S. 456, page 8, line 3 through line 5, that it is natu- 
ral—and again I think on a conservative basis. This estimate was 
made by Senator Douglas on the basis of data submitted by the Post 
Office Department. I think it is natural that those three lines in the 
Senate bill would leave the Post Office deeper in red ink to the extent 
of $30,000,000 per year than would H. R. 508, and that is pretty 
expensive. 

Now, it has frequently been said, and I regret to say it was said at 
the time that the bill came up on the floor of the Senate, that this 
follows the precedent in the statute governing mail pay to our ocean- 
going vessels and hence it would be only fair to have the same system 
apply to air. 

There is not a word of truth in that. 

The language governing mail pay to our oceangoing vessels (654A, 
U.S. C.), does not provide for a floor. It provides for a ceiling. It 
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is not tied in with the Universal Postal Union. It says 80 cents a 
pound. Eighty cents a pound is the ceiling. The Postmaster General 
has authority to pay “not in excess of 80 cents a pound for letters.” 
It is the same language as in H. R. 508 for air, which says “* ~* * 
shall in no event exceed * * *.° That is the same thing. “Not 
in excess” for the ocean-mail statute, and “shall in no event exceed” 
for the air-mail bill, H.R. 508, 

Now, somebody brought up the point that SO cents a pound hap- 
pened to be the Universal Postal Union rate at the time this ocean- 
mail-pay statute was enacted, and that is not true. I went over and 
spent a morning at the Post Office Department and talked with some 
of the old-timers over there, a fellow by the name of Peterson, who 
administers this thing, and a very nice guy, and has all this data at his 
fingertips. He said that the SO cents, as far as he could make out by 
studying the congressional debates, came about because the postage 
was 5 cents an ounce and there are 16 ounces to the pound, and five 
times 16 is equal to SO cents. He thought that was how Congress came 
to fix SO cents. 

In any event, let me point out that although the Postmaster Gen 
eral has authority on the oceangoing vessels to pay up to SO cents a 
pound, in point of actual fact, he never pays more than 3514 cents, 
because this is a ceiling and not a floor, and he is saving the taxpayers 
some money by doing | that, which is a very commend: able thing, and 
something that would not be possible under S. 436 for the air mail. 

I want to just mention two other things in connection with this 
Universal Postal Union thing. I believe the suggestion was not written 
into the bill, but a suggestion that this was the proper thing for our 
international airlines, was contained in H. R. 9305 of the Kighty- 
first Congress, which was brought up on the floor. It was a bill in- 
troduced by Congressman Hall, brought up on the floor by Congress 
man Harris, as a substitute to the committee bill, and it was defeated 
on the floor of the House by a margin of 214 to 1. 

We hope very much that your committee will follow the recom 
mendations of the Hoover Commission and of the President, and have 
the same standard for all air lines. 

I might comment here. and I am just going to read very briefly from 
page 193 of my study—and I might say here that Herbert Hoover 
and Harry Truman are two gentlemen who do not very often agree 
on matters. They do seem to be very much in agreement on this. 
Mr. Hoover says in his letter quoted at the top of the page : 

In order for the reform to be effective, it is not equitable to exempt any mail 
carriers, foreign or domestic. The reform should apply equally to all. 

And President Truman makes this statement in his budget message, 
I think, of January 21, 1952, which was sometime after the Senate 
bill had gone through, so that he was fully cognizant of the Senate 
bill: 

* * * separation should apply uniform standards to all carriers, interna 
tional as well as domestic. 


Now, I am just going to make one other point on the Universal! 
Postal Union, and then pass right on. 
One of the ridiculous features which would result from adoption of 


7 


that language on page &, lines 3 through 5 of the Senate bill was 


98025 —h2 26 
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brought out in an editorial of the Baltimore Sun of September 16, 
1951, which was, I think, read by Senator Douglas, entitled “The Pas- 
senger in the Baggage Compartment.” 

A young lady boards a trans-Atlantic plane bound from New York to Paris. 
She holds the stub of a ticket for which she paid $394.60, one way. Settling 


back in the comfortable seat she expects her money’s worth. And she gets it. 
There is good food—champagne in some flights, and perhaps even a sample bottle 


of Parisian perfume. 

Riding beneath the young lady is another passenger also bound for Paris, but 
this passenger rides in a dark cavernous section of the plane, jostled to and fro 
by other passengers ; no comfort; no champagne; no perfume. And, why should 
there be? After all. this passenger is only a humble sack of mail. But there is 
nothing humble about its fare—$1,578—and who foots the bill? Uncle Sam. 


Now, that is the absurd situation which would pertain if the Con- 
gress enacted the language in 8. 436 which I have referred to. [think 
itisa joke. It is amusing ina way, but I think with the taxes as high 
as they are, I do not think that the taxpayers are in a mood for that 
kind of a joke. It is too expensive. 


Cost ALLOCATION 


I want to go on to what is, I think, the second important point 
which any subsidy separation bill should include and that is cost al- 
location to back up the cost standard. 

You say that the cost of services rendered by the airline in flying the 
mail is the proper standard for mail pay. Then, the problem is 
how you are going to get the cost and the CAB has said this, you 
cannot get the cost of one service like mail, which you have to have in 
this case, without knowing the cost of the other services which are 
passengers, freight, and express, besides the mail. 

Now, the bill actually reported by your committee, Mr. Chairman, 
in the Eighty-first Congress, H. R. 9184, required that henceforth the 
CAB would prescribe standards under which the airlines would break 
their costs down as between these four types of traffic, freight, express, 
passengers, and mail. 

Now, there came up the point that there might be a fifth category. 
I believe some fellow came down from the Civil Aeronautics Board 
at the eleventh hour and talked about a fifth category, and hence it 
was a terrible thing to have in the bill a provision about four cate- 
gories, because it was unduly restrictive. To this day I have never 
heard what that fifth category would be. I have heard it mentioned, 
well, the airlines might be operating hotels abroad, might have a 
Inaintenance service, or that sort of thing. 

To those who take that point of view I would mention that the 
language of the bill as reported by your committee (H. R. 9184, 81st 
Cong.) and as reintroduced now (H. R. 508, 82d Cong., p. 6, lines 
18-19) refers to allocation of costs among the “air transportation 
services” rendered by the airlines. Well, a hotel, or a maintenance 
business, or a popcorn stand, would hardly be “air transportation 
services.” So Ido not think that is a valid objection. 

Nevertheless, in case there is a fifth category or a sixth category, if 
someone can dream one up, it is still allowed for in H. R. 508, because 
that has—and this is the only difference, Mr. Chairman, and it is a 
difference in the direction of accommodating the Civil Aeronautics 
Board, and accommodating the airlines, and it is the adoption of what 
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is sort of known as the Brown amendment, because on that last day I 
think this was offered by Congressman Clarence Brown, to put a 
period after the word “them” (in H. R. 9184, 8ist C ong., p. 6, lime 22). 
This Brown compromise amendment is now in H. R. 508, 82d Cong., 
age 6, line 19. And it just says that henceforth the air-mail lines 
shall allocate receipts from, and expenditures for “the air transporta- 
tion services rendered by them. 

They already do that for income. The “receipts” are already 
broken down by mail, passengers, freight, and express “and expendi- 
tures for,” that: is the only new thing. They have to get down to costs, 
And this provides cost allocation for “the air tr ansportation services 
rendered by them.” 

Well, that left it flexible, whether there are five categories or four 
categories, 

I believe on the floor of the House Congressman Beckworth, you 
expressed the hope that they would stick to the four categories, even 
though you were taking it out of the bill, and I hope so too. 

If you ever get a fifth categor v. such as miscellaneous or something 
like that it will destroy the whole bill. 

I would like to say that Dr. Johnson of the Hoover Committee sent 
« wire, December 11, 1950, the gist of which was that the cost account- 
ing is at the heart of this reform and that to go beyond the Brown 
amendment would be wrong. In other words, that the Brown amend- 
ment was as far as he hoped the Congress would go or could safely go 
in the direction of compromise, without practically negating the aims 
of the bill as a whole and thus running against the Hoover Commis- 
ions recommendation, 


If it is satisfactory, Mr. Chairman, I will offer to include it in the 
record rather than read the whole thing. 

Mr. Beckworrn. Without objection it may be included. 

( The matter is as follows :) 


New YorkK, N. Y., December 11, 1950. 
Hon. Joun F. KENNEDY, 
House Office Building, Washington, D. C.: 

We admire and appreciate great fight yon and Congressman Heselton are 
making in behalf of air mail subsidy separation as embodied in H, R. 9184. In 
message to Congressman Clarence Brown we have detined what we believe to be 
the three essentials which any effective measure must contain and have pointed 
out that proposed changes go as far as they safely may in direction of compro- 
mise without weakening or negating aims of the bill as a whole. Mr. Brown's 
recommendations on cost allocation represent absolute bare minimum and we 
recommend keeping this provision as strong as possible. Feel sure that the non- 
selfish bipartisan spirit in which you are working will result in sound workable 
and effective measure. You are doing grand job. 

Rosert L. JOHNSON, 
Chairman, Citizens Committee for the Hoover Report. 


New York, N. Y., December 11, 1950. 
Hon, CLARENCE Brown, 
House Office Building, Washington, D. C.: 

Once again I want to thank you for the splendid leadership you are giving to 
all phases of the Commission's report. Your work has been a main reason why 
Federal reorganization has advanced so far against heavy odds. This knotty air 
subsidy problem is one more instance of your difficult role. 

We hope to see prompt action by the House on air mail subsidy separation. 
H. R. 9184, as originally reported by the House Committee on Interstate and 
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Foreign Commerce, is the only complete measure now before the House which 
would accomplish this objective. 

The essential points that legislation must contain to be effective are these : 

(1) Clear cut identification of subsidies and their separation from pay- 
ments for carriage of air mail. 

(2) Equal treatment for all United States carriers. 

(3) Adequate cost accounting and allocation provisions for fixing com- 
pensatory mail rates. 

As you know, the first two objectives may easily be defeated by neglect of the 
third. Accounting lies at the heart of this reform. 

The changes that you proposed in the cost accounting provisions are basically 
reasonable. However, the Civil Aeronautics Board, has, we understand, objected 
to the use of “secondary standards” in rate determination. We also understand 
that the committee draft sustains these objections and we recommend that the 
reference to secondary standards be eliminated. We also understand that the 
effective date which you proposed has been moved back to March 31, 1952. This 
would delay separation unduly and should be changed. 

We believe otherwise that your amendments go as far in the direction of ¢om- 
promise as they safely may without weakening or negating the aims of the bill 
as a whole and thus running against the Commission's recommendation. 

We trust that those members of the House of both parties, who have shown 
their initiative in sponsoring and fostering this measure will work together 
to insist that this beneficial measure be kept strong and effective in its essential 
provisions. Again many thanks for the leadership which you are giving the 
problem, 

Roser’ L. JOHNSON. 


Mr. Marvin. I would like to mention another thing that I think is 
important. I think cost allocation is extremely important not only 
to find out what it cost to carry the mail, but also to show where the 
subsidy is being applied. 

A most curious thing cropped up. I read in the American Avia- 
tion Daily about it, about one airline—I think it was the TWA—and 


they were complaining that Pan American was getting something 
like $195 per round-trip passenger subsidy from here to E urope and 
they were only getting 3176, and that was being cut down to $65. 

W ell, I wondered to myself if the people who ride on those airlines 
going to Europe—they are a pretty classy group of people—high- 

salaried people. It is a curious class of people to be subsidized at the 

public expense, if that is what is occurring; but if you have your cost, 
allocations, you can easily see if the cost “of the passenger service is 
approximately equal to the revenue from the passenger service or not 
and then you can see whether the passenger is being ‘subsidized or the 
freight department is being subsidized, or who is being subsidized. 
At the moment vou are ‘comple ‘tely in the dark. 

I might say that was what IT thought was a very interesting re- 
mark—in fact, I believe a more recent remark made in the Senate 
hearings. I just referred to it. A remark made by one of the freight 
companies, the Flying Tiger Co., and I think they said if the mail 
had moved at freight. and express rates, the Post Office would have 
saved $98,000,000, That is something to think about. (Senate Inter- 
state hearings, Separation of Air-Mail Pay From Subsidy, 82d Cong.. 
p. 5324. ) 

If the Post Office just calls up the express agency and moves their 
short-haul mail at express rates and deals with the airlines ona freight 
basis for the long hauls, that would result in a saving of $98 000,000 a 
year. I wonder why they do not doit. I mean, it seems to me that the 
mail is an inanimate object like cargo. It is not too dissimilar. It 
may require fast handling and maybe there are special costs that make 
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it higher than cargo. If so, I think the cost allocations would show 
that up. 

On the other hand, the Postmaster General has written down for 
the record and it is here in this article—I will not look it up to save 
your time—that in his opinion, the cost of carrying the mail is less 
than the cost of freight and express, because people who fly freight 
and express have to pick up and deliver it and bill it, and provide for 
doubtful accounts—for people who do not pay their bills, and all of 
that stuff. The mail comes to them on a silver platter, yet the Civil 
Aeronautics Board has come up with this thing: The story is given 
to everybody that there is no subsidy. There is no subsidy to the 
Big Four companies, because they are at 45 cents a ton-mile, and that 
is supposed a subsidy-free mail rate. We do not know if it is or is not, 
because it was not done on this fully allocated cost basis. 

And here against this 45 cents, is the fact that those same air com 
panies charge on the average for freight and express, the small ship- 
ments as well as the big ones, only 23 cents. 

Now, how come the extra money 4 Why twice the cargo rate / 

And, I think there is something even stranger in this “administra- 
tive separation” document put out by CAB. They have got a column 
in there which you can follow and it says, for instance, in the Big Four, 
the costs of carrying the mail, the way they figured it was 34 cents. 
Well, now, of course, the thing that we cannot understand is where 
does the other 11 cents come in’ The CAB states that the cost of 
carrving air mail is 34 cents, and vet they declare that the subsidy- 
free service mail rate shall be 45 cents. 

Well, I asked Mr. Nvrop, the Chairman of the Civil Aeronautics 
Board what about that’ Ithink that you have the CAB’s administra- 
tive separation document there. I think it would interest you to look 
at appendix A, of this thing. There are two columns there. One is 
column No, 5, and the other column No. 7. Tthink it is the frst table 
that shows up at the end of this material here. One columm lists the 
costs as they fixed it. 

Mr. O'lLara. What page is that on ¢ 

Mr. M ARVIN, Congressman, it does not seem to have a page number. 
Sixteen is the last numbered page and then it is two pages after that, 
so it would be page 18 if they numbered it, but it is not numbered. 

Now, on this one column. it SuVs that forthe Big Four the cost is 34 
cents, anal group service rate is 45 cents. 

Now, the question we have is “how come the other 11 cents?” Well, 
l asked Mr. Nyrop about that and he said, “Well, read the footnote.” 
All right. I went and read the footnote. The footnote is on page 
lO of this same report, and here is the catch. This is the catch. 

“In addition” it says, “includes allowance”—ineludes & percent re- 
turn on investment devoted to mail service.” 

! am sure nobody is going to quarrel withthat. That is fine. Eight 
percent return on the investment devoted to a service costing thirty- 
four cents certainly would not add up to eleven cents, but here is the 


real catch. 


* In addition freight and express were treated as by- 
products.” 

There you are. You see, in other words, they are going hight on the 
cost of those things, freight and express, and going heavy on the mail. 
In other words, the taxpayer under this arrangement is paying some 
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of the overhead of the airlines that should properly be borne by the 
freight and express rates, and I think that is the sort of result you are 
going to find in any administrative separation by the Board unless you 
enact a bill which is on a fully distributed cost basis backed up by cost 
allocation; you will have this thing whereby they will go light on the 
freight and the express departments, and they will go heavy on the 
mail. 

Well, the taxpayers are paying for the mail and that seems to b 
an unfair additional burden to put on them. 

Now, as far as we could tell, this thing was not determined on the 
basis of full distributed cost backed up by cost allocations, despite the 
fact that the Civil Aeronautics Board has agreed with your committee. 
Mr. Chairman, that that is the proper standard. The CAB does not 
do it. 

And, it was stated, and I have this on page 185 and page 186 of this 
study of mine; it was stated by the Chairman of the Civil Aeronautics 
Board that 45 cents is “* * * what the Big Four carriers have 
agreed to accept.” (CAB Chairman’s letter of July 9, 1951, to chair- 
man, Senate Interstate Committee. ) m 

Well, the thing that bothers me is if we were getting pay from the 
Government, based on what we would agree to accept, we would be 
very rich indeed and I do not think that is a proper basis on which to 
give out mail pay. 

Now, I am going to be as brief as I can, Mr. Chairman, to sum 
marize these remaining points. 

The cost and the cost allocations are in my mind the teeth of the 
business of how air mail should be paid for in the future, and I think 


that has been supported by the Board and by the Secretary of Com- 
merce in his statement here, February 24, 1950, and I think that is the 
right way to do it. 


Prorper STANDARDS FOR SUBSIDIES 


Then, you have got subsidies over here | indicating]. 

Now, we have never taken the point of view that I think has been 
advocated by the railroad companies, that subsidies should be elim 
inated. ‘They have their reasons and their justification. 

I may say, I thought Mr. Prince made a very excellent. statement 
here. We do not take the position that subsidies ought to be elimi 
nated. We take the position that they ought not to be hidden; that 
they ought to be taken off of the backs of the Post Office Department 
and put out here so that the people can see what they are and have 
them in reach of the Congress for annual congressional review. That 
is all we have ever said. That is all the Hoover Commission recom 
mended. All the congressional committees have recommended that. 
and that is all the President has ever recommended. 

But you have to have proper standards for subsidies. I think that 
is very important. The President stated that “the standard by which 
subsidy practices are determined under existing legislation may itself 
merit review.” 

That was, I think, in his 1951 budget message. 

And, that brings me to the next two points on page 3 of my prepared 
statement, the McMahon amendment and the McCarran amendment. 
The McMahon amendment was concerned with a step prior to the 
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granting of subsidies, namely, who ought to be eligible to apply for 
subsidies. 

Now, I, myself, have taken the thesis in this study that it is much 
more relevant if you want to control subsidies to control them through 
the objective, the purpose for which subsidies are granted, rather than 
trying to write artificial limitations on who can apply for them. 

I think that makes much more sense. 

And again, I think the point Mr. Prince brought out makes sense, in 
changing his thought from cutting down on the applicants to putting 
a period after the words “national defense” in the subsidy section of 
H. R. 508, p. 4, line 17. 

I have not consulted the other members of our citizen's committee. 
I do not know how they feel about it, but I think that if that is con- 
sidered the primary objective and you want to put a period after the 
words “national defense.” I do not think that there will be any squawk 
from the taxpayers. 

Mr. Priest. Mr. Chairman, | wonder if Mr. Marvin will suspend 
for just a second, becase it is necessary for me to go to the Capitol 
Lut before I leave I simply want to make an observation for the record, 
expressing appreciation for the very careful and detailed study Mr. 
Marvin has made of this subject. 

I have not had time as yet, frankly, to read all of that article from 
the Law Journal, but it is certainly well documented. 

So, before I get away from the committee, [ wanted to express that 
thought. 

Mr. Marvin. Congressman Priest, I thank you very much. 

Mr. Beckworrn. Mr. Marvin, it has been 25 minutes now since you 
said vou would be through. I know that some of the members have 
some questions. So, bear in mind that we probably will have to leave 
rather on the dot today so try to conclude as quickly as you can, your 
main points, so that those who do have questions may ask them. 

Mr. Marvin. Yes, Mr. Chairman. I want to mention first of all 
this point three which I make as a very serious weakness in the Senate 
bill, The so-called McMahon amendment under which the only peo- 
ple who could apply would be the carriers holding a certificate au- 
thorizing the transportation of mail by aircraft. Well, we feel very 
firmly that the whole purpose of separating subsidy from mail pay was 
to get away from the idea that subsidy and mails had anything to do 
one with the other. 

The fact that you get one class of business from the Government, 
namely, mail, I do not see why that is an automatic ticket to get a 
second type of Government hand-out. I do net think there should be 
any connection at all between them. 

I was very much interested in the letter which Congressman Hesel- 
ton read into the record, I think, on Monday, from the Secretary of 
the Air Force, that he preferred the language “any certificated air 
carrier,’ which means any airline holding : a certificate of convenience 
and necessity, regardless of the fact of whether it is for mail or pass- 
engers or for freight or for what it is for. 

T think that is a perfectly satisfactory definition. 

We had previously stated that “any air carrier” would be the fair 
thing. I think that has been objec ted to on the ground that it would 
let in 2,000 nonscheduled companies, or something like that. 
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I believe that all was put up to the Secretary of the Air Force, and 
he picked the middle of the three definitions that you may have, the 
most extensive being “any air carrier” and the second being “any 
certificated air carrier” and the third being “only carriers holding 
mail certificates.” 

I think the Secretary of Defense took the middle one and defense 
is the most important of all of the objectives of subsidy, at least I 
think it is most important, and particularly at this time in our his- 
tory. Then, I think this word of the Defense Department should be 
given very careful consideration. 

1 would like to point out that there are other advantages of the 
House bill over the Senate bill. The House bill makes national de- 
fense the No. 1 objective. It rearranges the order of objectives and 
makes the national defense what it ought to be, No. 1. 

Now, if we turn to the Senate bill, you will see some lulus in there. 
On page 10 of the Senate bill (S. 456, p. 10, line 5) “For the purpose of 
maintaining and continuing the development of air transportation 
(including the introduction of new and improved types of commercial 
aircraft) .” 

Now, bear in mind that in connection with the so-called MeMahon 
amendment, only mail companies can apply. 

1 think it was developed the other day that Slick, or the Flying 
Tigers Corp., had ordered planes, new freight planes, and that they 
have, I think, a freight certificate, but not a mail certificate, and the 
American, or the United, which have air-mail certificates, have like- 
wise ordered new freight planes, 

Under this language, the American or the United, whichever it is, 
could get Government aid to buy the freight planes, and the other 
two companies could not, which is a bit of discrimination that L do 
not think this committee would want to make. 

Then comes in line 9 the statement “to promote the economic de 
velopment” in contrast to the House bill, which has “national defense” 
as the No. 1 thing. 

This says “the economic development of the United States.” Well, 
that seems to me to be a very vague and intangible standard. T do 
not know what “economic development” means. It is not clear. Any- 
thing you do in this country contributes to economic development. Lt 
does not seem to me that that is getting to the heart of the matter. 

If we mean by that that we want to pay subsidy money, take money 
from the taxpayers, and give it to the airlines in order to have a large 
airlift reserve in this gountry for use by the military, well and good, 
and I do not think that the publie will object to paying for that; and 
if we want to cut bigger doors in the airplanes, and put in heavier 
floor, and bullet-proof gas tanks, and special navigating apparatus 
and all that sort of thing, which is of no real advantage in commercial 
use, but makes them more useful for military service and makes them 
ready to be taken over, I think that is fine. I do not think that the 
taxpayers will object, or that anybody will, if they come in and say 
that it is going to cost X millions of dollars to do that, I do not think 
that there would be a dissenting vote. But, if you use vague things 
like “economic development.” Ido not have the remotest idea what it 
means, and I think that it is really an attempt to write the old “need” 
clause back into the Act: that idea that you get money from the Public 
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Treasury on the basis of what you need, and 1 think that is a dis- 
couragement to efficlency—the more you lose, the more you get. 

Then I think that there is another thoroughly objectionable pro- 
vision in the Senate bill, and that is the so-called MeCarran amend- 
ment. Now, the MeCarran amendment was to equip the Civil Aero- 
nautics Board with authority to grant long-term, several-year, con- 
tracts to the air mail lines for subsidies. Well now, right there, vou 
come up against what I think is a very specific recommendation of the 
Hoover Commission, and that is from their report on Federal business 
enterprises “Losses and subsidies should be made clear each fiscal year 
and passed upon by the Congress.” 

Well, now, what they are trying to do here is put these airline sub 
sidies, once they are separated, as far as possible beyond the review of 
the Congress, which is exac tly the opposite of what the Hoover Com 
mission recommended. 

Now, the speeches, in connection with putting the McCarran amend- 
ment into the Senate bill, every word of the speeches—and I have a 
Congressional Record of the Senate debate here, September 19, 1951— 
every word was nothing but tears for the small feeder lines, the 17 
small feeder lines, that they had to be protected by these contracts, 
and that was the reason for doing it. The poor feeder lines, the small 
towns, and so forth. Yes; but nobody pointed out that the language 
of this contract amendment covered not just the 17 small feeder lines, 
but all 51 of the air mail companies: every one of which is a member 
of the Air Transport Association, without exception were included, in- 
cluding the Big Four who have been stated to be clear of subsidy. 

If they are stated to be clear of subsidy, why should they be in 
these contracts? These contract provisions are on pages 12 and 13 
of the amended Senate bill: 3-vear contracts for the domestic and 5 

ears for the international. 

They have a cost recoupment provision there. [I am not going to 
go into detail on that now. But I will say that T do not think that 
the taxpayers are going to get back 5 cents under that bill, and T will 
be glad to submit the additional reasons why, if you would like to have 
them. 

Forcine THe Posr Orrice To Use Hien Cosr Arriines 


Now, they have got another gimmick in the Senate bill which 
again interferes with one of the main purposes of this reform as rec- 
ommended by the congressional committees and the Hoover Commis- 
sion, Which seeks to put the mail on a businesslike basis. Well, here 
is the eatch on that. It also comes in in a couple of places. First on 
page 3, lines 5 through 11, of S. 436. Tam sorry to have to be so slow 
about that, Mr. Chairman. Page 3 of the Senate bill, lines 5 through 
11, and it says that the Postmaster General “shall not delay or with- 
hold mail from any air carrier because the rate for the transportation 
of mail payable to such carrier may be higher than the rate payable to 
2 competitive air carrier.” 

Of course, if it were simply a clause saving the Postmaster Genera] 
shall not delay delivery of mail to the addresssee, or something like 
that, there would not be a squawk in the world: but it says “withhold 
mail.” 
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Here you have got, at 3 o'clock you have got an airline that charges 
75 cents, we will say, and 3:30 we have got an airline that charges 
45 cents, departing from here to Boston. Under this language the Post 
Office Department cannot wait a half an hour and save 30 cents, or 
30 cents a ton-mile, because it has got to tender them the mail. It 
cannot withhold the mail from that airline. It has got to pay that 
extra 30 cents, and those little things have a habit of wading up. 

I think Congressman Hale grasped the point best of all on that, 
that there was no reason why the mail should not be given to the 
cheapest carrier, so long as it 1s not going to delay it to the addressee. 


ErrecriveE Dare 


Now, on the effective date, there is a provision in 8. 436 which | 
think is unhealthy and that provides an extra year’s delay for the in- 
ternational airlines, whereas all the House bills provide the same date 
for all airlines, and I think the House bills are sounder in that respect, 
Mr. Chairman. 

I have noted that Mr. Nyrop stated that he will have his adminis- 
trative report on our international airlines ready not later than June 
30, 1952, so I cannot see any reason for advocating an amendment to 
delay the effective days of this law until July 1953; or I think that 
they are now talking about July 1954, which would be 2 years’ delay. 


Pusuic Reporrs 


Now, the final point relates to public reports. 

I have got here the seven main points of difference. I am not going 
to burden you with the 16 minor points of difference. I will just let 
you read them if and when you get a chance; but I think this question 
of public reports is important. The public has been kept in the dark 
on this thing for a long while. 

Now, if this were $3,000 or $4,000 or $300,000 or $400,000, this 
item, Iam sure nobody in the world would squawk; but here the thing 
has grown from a few thousand, or a million and is now up to over 
half a billion dollars in the postwar period, and it is getting bigger 
and bigger and should be brought out into the open. 

Now, in the House bill—and I have H. R. 508 here—page 7, lines 4 
through 11, has I think an exceedingly worth-while provision, requir- 
ing that in the annual report of the CAB to the Congress there be in- 
cluded publicly a statement of who got how much mail pay and who 
got how much subsidy, and why. The justification for that ought to be 
in there. 

You will see in the Civil Aeronautics Board report that they say 
“subsidy $34,500,000." There is not one line in this entire record as to 
why the subsidy. I think the justification is extremely important to be 
included in the report. 

Now, the President has declared that the public should have “full 
information” on mail pay and subsidies, and he includes our would-be 
secret international airlines, too. (President’s 1952 Budget Message, 

». M-34, and Budget Bureau letter June 26, 1951.) The object of the 
loover Report on the Post Office was to bring the subsidy out in the 
open so that “the President, the Congress, and the public may know 
what the amounts of the subsidies are.” That is on page 17 of the 
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Hoover Commission Report on the Post Office, and I think the object 
was to bring the thing out in the open where the people would know 
about it and have a chance through their necbuik representatives in 
Congress to express approval or disapproval, for either raising them 
or lowering them. 

That public report section’ has been deleted from the Senate bill. 

Now, I may say that a point has been made, doubtless will be made 
again, about the very, very secret nature of subsidies to our interna- 
tional lines, and a great deal was made about it; that it would be 
harmful to our international relations to let it be known how much 
mail pay and how much subsidy we are giving to our international 
airlines, and there are some people who would like to have that whole 
thing treated with the secreey accorded to the atomic bomb. 

I would like to refer to part 2 of the Senate hearings, page 769, 
which is a statement on behalf of the President of the United States 
to the effect that various of the aviation agencies have presented to him 
arguments as to why the thing should be kept secret, and so forth, and 
after carefully considering these views, “the President feels that the 
ndvantages of subsidy separation outweigh such special problems as 
may exist with respect to the international carriers. Accordingly, 
the President feels that information on the subsidy paid to inter- 
national carriers should be publicly available, and that those carriers 
should be fully subject to legislation in this field.” 

There is another point on which the President of the United States 
and the ex-President, ex-President Hoover agree, and agree thor- 
oughly. 

Mr. Beckworrn. Mr. Marvin, because of your having studied this 


as you have and since we now have not more than 30 minutes, would 
you mind at this time permitting some questions in the a that we 


can finish this morning? Your statement is a good one, and you have 
had an hour anda half up to now. [am just hoping that we can con- 
clude within 30 minutes. 

Mr. Marvin. I will suspend right at this moment, Mr. Chairman, for 
questions. 

Mr. Becxwortn. Certainly you will make some points as you answer 
questions, and if you feel that you still have not had time to get your 
thoughts over, the committee, I am sure, will give that consideration. 

Mr. Marvin. The last thing that I want to do is to delay you. 

Mr. O'Hara. Mr. Chairman. 

Mr. Becxwortn. Mr, O'Hara. 

Mr. O'Hara. His entire statement, I assume, will be in the record. 

Mr. Becxworrn. Yes. 

Mr. Marvin. Thank you, Congressman O'Hara. 

(Mr. Marvin’s prepared statement follows :) 


STATEMENT OF LANGDON P. Marvin, Jr., RESEARCH PROFESSOR OF AIR TRANSPORT 
EcONOMICS, GEORGETOWN UNIVERSITY, WASHINGTON, D.C. 


Mr. Chairman and gentlemen of the committee, there has just come off the 
press a lengthy study by myself of the history and current issues involved in 
separating subsidies from air-mail pay, published in the Georgetown Law 
Journal, volume 40, No. 2, and I am glad today to make copies available to you 
and the members of your committee. During the Fighty-first Congress I had 
the pleasure of appearing before your committee twice on behalf of the 
Postal Affairs Task Force of the Hoover Committee. We felt that the bill 
reported by your committee, and its accompanying report, House Report No. 
3041, Eighty-first Congress, were and are the best things ever written on this 
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subject. My statement today is concurred in by the following fellow members 

of our Citizens Committee for Subsidy Separation, nearly all of whom were 

members of the old Postal Affairs Task Force of the Hoover Committee whom 

I represented at your last hearings: 

Mr. Norman MacDonald, executive director, Taxpayers Federation, 11 Beacon 
Street, Boston. 

Mr. Walter O. Howe, executive vice president, Citizens’ Public Expenditure Sur 
vey, 100 State Street, Albany, N. Y. 

Mr. James &. Horst (director, air transport division, TWU), 81-16 Roosevelt 
Avenue, Juckson Heights, N. Y. 

Mr. Michael Straight (chairman, American Veterans Committee), 1416 F Street 
NW... Washington, D.C. 

Dr. Godfrey Lowell Cabot (elder statesman in aviation, former president, Na- 
tional Aeronautics Association and FAI), 77 Franklin Street, Boston 10, Mass. 

Mr. John F. Budd (publisher, Air Transportation, Customs House Guide), 10 
Bridge Street, New York 4, N. Y. (honorary chairman, aviation section, New 
York Board of Trade). 

Mr. Robert E. Kline, Jr. (attorney and drafter of first subsidy-separation bill, 
SOth Cong.), 322 Munsey Building, Washington, D.C. 

Mr. John Gunther (legislative representative, Americans for Democratic Ac- 
tion), 1740 K Street NW., Washington, D.C. 

Mr. Hugh W. States (CIO), 1571 James Avenue, Redwood City, Calif. 

Mr. Louis C. Pakiser, Jr. (executive director, American Veterans Committee), 
1751 New Hampshire Avenue NW., Washington, D. C. 

Mr. Hoyt 8. Haddock (executive secretary, CLO Maritime Committee), 132 Third 
Street SE., Washington, D. C. 


The interest of the public in separating the hidden airline subsidies from com- 
pensation for the cost of carrying mail is very clear. The taxpaying public is 
being called on to pay twice: Once, to pay the airlines for flying the United 
States mail, and, secondly, to pay for subsidies to the airlines. But, under the 
present system, the taxpayers are denied their fundamental rights—-the right 
to know where their money is going, and the right to express, through their 
elected representatives, approval or disapproval of the subsidies. At present 
the airline subs’dies are hidden in the Post Office budget under the misleading 
label of “mail pay.” This “mail pay’ is not a small item and, as illustrated 
in the graphs which I have here to display to you, this item has added up 
to over one-half billion dollars since the end of World War II. 

The bill reported by the House Interstate and Foreign Commerce Committee 
in the EKighty-first Congress, and its accompanying report (H. Rept. 3041, 81st 
Cong.), are models of effectiveness. We hope that the House Interstate Com- 
mittee will readopt that same report and report favorably to the floor the 
same legislation described in that report, which is now either H. R. 508 (John 
F. Kennedy, Democrat, Massachusetts), H. R. 506 (Kennedy) or H. R. 190 
(John W. Heselton, Republican, Massachusetts). Both Mr. Kennedy and Mr. 
Heselton have rendered a fine public service, and have shown outstanding bi- 
partisan team play in authoring these bills. For the sake of simplicity, we 
refer henceforth only to H. R. 508, the Kennedy-Heselton bill, instead of ‘to 
all three bills. This strong bill was favorably reported by this committee in 
the last Congress by a vote of 15-2, which indicates strong bipartisan support. 
Before the bill was reported, 15 changes were made in it to accommodate the 
CAB; these changes are discussed in detail in the House interstate hearings 
on air-mail subsidies, pages 241-251, and we believe that is as far in the way 
of compromise and concession as the Congress can safely go without making 
separation an ineffective reform. 

As you know, this strong House committee bill of the Fightvy-first Congress 
died when the Senate did not act. In the Kighty-second Coneress, the Senate 
has now passed a bill, S. 436, which in its original form was an excellent bill, 
in fact the exact companion to H. R. 508, but which, when finally amended by 
the Senate committee, is entirely inadequate for the following reasons: 

(1) UPU.—Whereas the President, the Hoover Commission, Secretary of 
Commerce, Postmaster General, and other authorities continually recommended 
that mail pay should henceforth be limited to compensation for the cost of mail 
services actually rendered, the Senate bill completely omitted any cost stand- 
ard for mail pay to our international airlines, and instead tied mail pay artifi- 
cially to the maximum levels set by the Universal Postal Union (UPU). These 
UPU rates for mail are presently four times the luxury first-class passenger fare, 
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and seven times the cargo tariff. Based upon data provided by the Post Office, 
Senator Douglas has estimated that adopting this UPU provision would cost 
the Post Office about $30,000,000 per vear. In addition, the provision is objec- , 
tionable in that it subjects United States mail pay to United States airlines 
for carrying United States mails to decisions made by foreign governments. A 
scheme similar to the one contained in the present amended S. 436 was proposed 
on the floor of the House on December 6, 1950, and decisively voted down by 
a margin of 24% to 1. We hope that the House will again reject this fictitious 
level of mail pay and stick to cost-of-services-rendered as the standard for mail 
pay for all airlines, domestic, territorial and international, as per the specific 
recommendations of the Hoover Commission and the President and as embodied 
in H. R. 508. ; 

(2) Cost allocation.—The House Interstate Committee Report 3041 stated 
that cost allocation is necessary to determine the cost of mail service rendered 
by the airlines, which is the standard for mail pay. We agree with that state 
ment. Therefore, the amended S. 436, H. R. 507. H. R. 191, H. R. 3320, and 
H. BR. 8675, all of which omit cost allocation entirely, are unsatisfactory. We 
support HE. R. 506 or H.R. 190 which include the requirement for a full alloca- 
tion of airline costs between (1) passengers, (2) express, (3) freight, (4) mail. 
H. R. 50S embodies the so-called Brown compromise, requiring cost allocation 
hut omitting the four specified categories, and this compromise would be satis- 
factory from the point of view of the taxpayers, but we would not wish any 
further concessions to be made. 

(3) MeVahon amendment.—The amended S. 436 and H. R. 191 and H. R. 507 
of the Highty-tirst Congress embody the so-called McMahon amendment restrict- 
ing eligibinlity to apply for subsidiaries to 51 ‘carriers holding a certificate 
authorizing the transportation of mail by aircraft.” We agree with the House 
tnterstate Report 3041 of the Eighty-first Congress that there is no logical 
basis for perpetuating a connection between subsidies and carriage of the mails; 
we therefore would prefer that subsidies not be related in any way to mail, but 
that primary emphasis be given to defense and that “any air carrier” be per- 
mitted to apply (as in H. R. 505, 1S, or 4827) or. as a compromise, “any certifi- 
eated air carrier” as embodied in H.R. 50S or H. R. 190. 

(4) MeCarran amendment (contracts) —The amended S. 436 gives the CAB 
additional power to grant several-vear subsidy contracts to certain airlines. Our 
objection is that this provision gets around annual congressional review of 
subsidies. The Hoover Commission points out that “losses and subsidies should 
be made clear each tical year and passed upon by the Congress.” This objec- 
tionable amendment is not included in H. R. 508 or HL R. 190. 

(5) Compulsory tender of mail regardless of cost.—The amended S,. 436 pre- 
vents the Postmaster General from withholding mail from one flight because 
another flight is cheaper, even though there would be no faster delivery of the 
mail to the addressee. Similarly, the Senate has included an artificial maxinium 
weight limit which the Postmaster General has denounced as likely to involve 
payments for fictitious loads.” These objectionable provisions do not appear in 
H. R. 50S or H. R. 190. 

(6) Effective date.—sS. 436 gives an extra year’s delay for international air- 
lines, Whereas all House bills have the same effective date for all airlines. 

(7) Public reports —H. R. 508 and H. R. 190 require a full report on who 
gets how much subsidy and who gets how much mail pay and why; this require- 
ment for public reports was omitted from 8. 456, and we emphasize the need for 
its inelnsion so the taxpayers will no longer he kept in the dark. 

The only improvement in S. 436 over H. R. 50S is the Douglas amendment, 
providing for cutting off subsidies to any airline found guilty of giving gratuities 
to a Government official. 

In addition to the 7 major points of difference noted above, there are also 16 
minor points of difference between ‘S. 436 as amended by the Senate and H. R. 
508, and these are listed in the appendix to this statement. 

As Mr. MacDonald has put it in the additional statement which he is making, 
these points all show that the amended S. 436 is unsatisfactory in so many 
respects that it should not be the basis for House action. 

H.R. 507 and H. R. 191 embody No. (2) and No. (3) of the weakening amend- 
ments noted above and therefore, instead, we support H. R. 508 and H. R. 190. 
We oppose any weakening amendments in H. R. 508. 

In the interest of the taxpayer we would support any strengthening of these 
two bills such as the request by the Postmaster General in his letter of Febru- 
ary 1, 1952, to the chairman of the House Interstate and Foreign Commerce 
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Committee for authority to contract for planeloads of mail at rates lower 
than those set by the CAB. 

This separation reform has been recommended by six congressional com 
mittees under the-chairmanship of men of beth parties during the past 4 years; 
it has been recommended by the Hoover Commission in its report on the Pos 
Office, its report on Federal business enterprises, and its task-force report on 
regulgtory commissions; it has been recommended for 3 years in a row by 
President Truman in his budget messages to the Congress. It has been sup 
ported in public testimony by taxpayer groups, veterans, A. F. of L, and CIO, 
Post Office, Secretary of Commerce, Budeet Bureau, and many independen: 
citizens. The only opposition has come from the companies receiving the 
mail pay. 

Public sentiment has all along favored this reform. IL ask your permission, 
Mr. Chairman, to insert at the close of my statement a number of editorials 
and newspaper articles concerning this air-mail subsidy separation reform 
which have been published since your hearings of 1950 and since the Senate 
comunittee hearings of 1949 and 1951. This material is new and will not dupli 
eate anything in either of the three previous hearings. In addition, I respect 
fully ask your permission to include a reduced size reproduction of the graphs 
which I have brought here, together with the statistics on mail pay on which 
they are based. 

We should like particularly at this time to commend the outstanding leade1 
ship given to this important reform by Chairman Crosser and ranking minorit) 
member Wolverton of this committee, by Mr. Beckworth, Mr. Heselton, Mr 
McGuire, Mr. Granahan, and other members of this committee, and by Mr 
Kennedy, Mr. Rooney, and Mr. Rees. 

In the public interest we urge that your committee, Mr. Chairman, readopt 
your excellent House Report 3041 of the Eighty-first Congress and report favor 
ably, without weakening amendments, H. R. 50s. 


APPENDIX——MINOR POINTS (IN ADDITION TO SEVEN MAJOR POINTS LISTED IN BODY oF 
STATEMENT) 


(Weak points in amended version of S. 436 as compared with H. R. 508—air-mail 
subsidy separation) 


1. Title —AllL bills, including E. 436 as passed by the Senate, will need a 
change of title from “Air Mail Subsidy Separation Act of 1951” to “1952.” 

2. Legislated domestic rates.—The amended 8. 436 legislates certain rates of 
mail pay for various classes of domestic air lines as a means of starting off the 
separation. This could be harmless, or could be extremely dangerous if it were 
interpreted as legislative blessing for the inflated figure of 45 cents a ton-mile 
ulready established for the Big Four airlines by the CAB’s “administrative 
separation.” HH. R. 508 permits the CAB to set temporary mail rates, pending 
the determination of final rates on a cost-of-service-rendered basis, without 
legislating specific statistics. 

3. Weaker adjectives associated with “cost.”—The original separation bill, 
Hi. R. 2908 of the Eighty-first Congress, stated that mail compensation hene+ 
forth shall not exceed the “actual” cost of services rendered ; this adjective was 
changed to “reasonable and necessasry” cost in H. R. 9184 as passed by the 
House; the amended 8S. 436 has included the considerably vaguer and weaker 
adjectives “experienced and projected” cost. H. R. 508 sticks to “reasonable and 
necessary,” as passed by the House in the Eighty-first Congress. 

4. Burden of proof—Onitted from the amended 8. 436 is the provision in 
H. R. 508 fastening the burden of proof upon the petitioner seeking subsidy. 

5. Studies.—In order to equip Congress with the data necessary to determine 
the proper size of airline subsidies after they are separated from mail pay. 
H. R. 508 provides for the CAB to report to Congress their estimates for mai! 
pay and subsidies, separately, for future years. The CAB is directed to report 
also on the potential revenues from non-Government sources and potentia! 
economies which the airlines might achieve, this report tying in with the 
congressional direction in H. R. 508 (p. 4, lines 12-13) that henceforth the 
CAB must consider potential revenues and potential economies which airline 
managements could make, before asking for subsidies. These studies and reports 
are omitted from the amended S. 436. This provision of the House bill was 
once criticized by the CAB as “crystal gazing,’ but on October 1, 1951. thes 
submitted their own forecast of mai! and subsidy needs for 3 vears, although 
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they failed to state in that report what their estimates were of the potential 
business which the airlines could make from non-Government sources, 

6. Recoupment.—While S. 436 is commendable in attempting to provide for 
recoupment of some of the subsidies from the excess profits of the airlipes, it is 
doubtful if much money would be recouped, due to the liberal deductions 
ullowed (S. 436, p. 12, lines 22-24) and the short-time period for recouping from 
excess profits. For example, subsidies pumped into an airline might not begin 
to show results in terms of large profits until several years after the recoup- 
ment period was over. 

g. PMG’s authority to request data—The only other improvement in 8S. 436 
over the House bill (besides the Douglas amendment on gratuities) is the pro- 
vision in S. 486 (p. 5, lines 3 through 8) empowering the PMG to request the 
CAB to obtain from any air-mail line any data that he needs. However, this 
uuthority is limited to domestic airlines, and should be broadened to include our 
international lines. 

8. Distinetion between overseas and foreign air transportation.—The termi- 
nology of the present Civil Aeronautics Act is confusing in specifying three 
types of air transportation: “Interstate,” meuning within the 48 States; 
“overseas,” meuning between the continental United States and our overseas 
territories and provinces; and “foreign air transportation,” meaning between 
the United States and foreign countries. In several places the amended 8S. 436 
fails to make it entirely clear as to where the provisions for “overseas” air 
transportation end and the provisions for “foreign air transportation” begin. 
This is another example of the confusion resulting from trying to give special 
treatment to special groups of airlines. In contrast, H. R. 508 establishes the 
same standards for all United States airlines—interstate, overseas, and foreign. 

9. Power to block the issuance of certificates for “mail only.’—The amended 
S. 436 includes a strange provision (p. 13, lines 18 through 28) empowering 
the PMG to veto the issuance of certificates “authorizing the transportation 
of mail only.” It is possible but not known that this provision may be aimed 
to curb helicopter services. Another contradictory and unfair result of this 
provision, when taken together with the McMahon amendment limiting applicazits 
for subsidies to Carriers holding mail certificates, is that it contributes to freezing 
out new airlines who might wish to apply for defense subsidies. In other words, 
S. 436 first limits applicants for subsidies to carriers holding mail certificates, 
all of which are members of the Air Transportation Association, and then puts 
an additional obstacle in the way of issuance of any new mail certificates. No 
such provision occurs in H. R. 508, where the decision on subsidies is to be based 
upon positive considerations of national defense or commerce and not on the 
test of whether or not an airline has a mail certificate. 

10. Compulsory air movement of air mail_—The amended S. 436 (p. 14, lines 1 
through 9) would require the PMG to tender to airlines all mail bearing air-mail 
postage except under specified circumstances. This is another of several pro- 
visions in S. 436 which restricts the freedom of action of the Postmaster General 
to get the mail to the addressee by the fastest possible method or combination 
of methods. No such provision is in H. R. 508. 

11. “Heonomic derclopment.”—S. 436 makes “the economic development” No. 1 
in the list of objectives for subsidy, whereas H. R. 508 makes “national defense” 
the primary objective. 

12. “The introduction of new and improved types of commercial aircraft.” 
S. 436, page 10, lines G through 8, includes this new object for subsidies. There 
is no requirement that the new types of commercial aircraft for which public 
money would be spent should meet defense specifications for military reserve pur- 
poses. This provision is discriminatory taken in combination with the McMahon 
amendment, since it would permit airlines which hold mail certificates to order 
new freight planes with Government money, whereas lines holding freight cer- 
tificates would not be eligible. . 

13. “Space authorized.”—S. 436 (p. 3, line 25; p. 4, line 1) includes an additional] 
gimmick, not present in H. R. 508, permitting the CAB to pay airlines on the 
hasis of “space authorized for mail.” Thus, the Post Office might have to pay 
for unused space, which is different than the concept in the House bill of paying 
for the amount of mail actually moved. 

14. Minimum-weight limitation.—S. 436 (p. 3, line 5) states that the minimum 
weight to be used in computing mail pay should be 15 pounds, since in many cases 
the weight of pouches moved on planes is less than 15 pouncs. This provision 
would force the Post Office, as the Postmaster General pointed out in his letter 
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of February 1, 1952, to Chairman Crosser, of the House Interstate Committee, 
to pay for “fictitious loads.” 

15. Temporary subsidy authority. —S. 436 lacks the authorization contained 
in H. R. 508 (p. 5, lines 18 through 23) permitting the Board to make temporary 
subsidy payments pending the determination of final subsidy payments. 

16. Function of setting mail rates for United States international airlines.— 
S. 486 vests this function in the hands of the PMG, although leaving the function 
for setting mail rates to United States domestic and territoria! lines with CAB, 
H. R. 508 vests the function in the same agency (CAB) for all airlines. 

Mr. O’Hara. Professor Marvin, you identify yourself as research 
wrofessor of air transport economics of Georgetown University, Wash- 
ington, D. C. 

Will you please tell the committee what you do in that capacity ¢ 

Mr. Marvin. Congressman, we are wor <ing on a study on air cargo 
potentials. Ithink I havea rough outline of 1 it here. 

Mr. O'Hara. You can tell us without getting the document. 

Mr. Marvin. I can show this to you. It is a study we have had 
around 70 people working on it, at one time or another, on the air 
cargo potential. The general gist of it is how large an airlift reserve 
could be built up in the commercial industry for military needs, and 
this is the rough outline of it here. It is not vet completed. 

Mr. O'Hara. You say that you have had 70 people working on it? 

Mr. Marvin. I say that we have had 70 working on it at one time or 
another: ves, sir. 

Mr. O'Hara. Over what period of time? 

Mr. Marvin. Oh, 3 years; 4 years. 

Mr. O'Hara. Well, that was not in connection with Georgetown 
University ¢ ' 

Mr. Marvin. That is in connection with Georgetown University. 

Mr. O'Hara. For what time? 

Mr. Marvin. From September 1950; yes, sir. 

Mr. O'Hara. Do you actually do any teaching at Georgetown / 

Mr. Marvin. No, sir. 

Mr. O'Hara. Have you ever done any teaching at Georgetown since 
you have been associated there, as you say 

Mr. Marvin. No, sir; I have given occasional lectures, and that is 
all. 

Mr. O'Hara. How much time do you put in on your professorship 

Mr. Marvin. About 6 days a week. 

Mr. O'Hara. How many hours actually at the university each day? 

Mr. Marvin. Well, I am working at that, a full workweek and 
more. 

Mr. O'Hara. To whom do you submit your research papers that you 
might have compiled at the university ; anybody at the university / 

Mr. Marvin. Yes, sir. 

Mr. O'Hara. To whom ? 

Mr. Marvin. To Father Yates, the dean of the graduate school. 

Mr. O'Hara. Now, do you claim that you have any authority from 
Georgetown University to come here and speak in behalf of this legis- 
lation ¢ 

Mr. Marvin. No, sir: IT made it clear in my statement that I ap- 
peared here on behalf of the Citizens Committee for Subsidy Separa- 
tion. 
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Mr. O'Hara. You stated to the clerk of this committee that you were 
appearing as representing Georgetown University and also the Amer- 
ican Veterans Committee, did you not ¢ 

Mr. Marvin. The first part of that statement is incorrect. The 
second part is correct. I never stated I appeared on behalf of George- 
town University. 

I did say I had originally listed I appeared for the Citizens Com- 
mittee and the AMVETS Committee, that because Mr. Straight 
had written a letter, which I have here, and will be glad to insert in 
the record, asking that I appear, but since then Mr. Slayman, who had 
handled the thing at the AMVETS, said he was going to appear. 

So I said, “Fine.” So, I appeared just on behalf of the Citizens 
Committee on Subsidy Separation, of which the chairman of the 
American Veterans committee happens to be a distinguished member. 

Mr. O'Hara. Now, you also make reference to the fact that you 
are a member of the Hoover Committee. 

Mr. Marvin. That is correct. 

Mr. O'Hara. How long were you a member of the Hoover Com- 
mittee ¢ 

Mr. Marvin. Roughly during the Eighty-first Congress. 

Mr. O'Hara. Well, you were discharged from that committee by 
Dr. Johnson, as Mr. McCormick testified here the other day, about the 
time the bill was on the floor or right after it was on the floor of the 
Eighty-first Congress / - 

Mr. Marvin. C ongressman, I want to make it clear about this mat- 
ter. I have here a letter from Dr. Johnson asking me to be on their 
task force and asking if I would pay my own expenses. All of us did. 

Mr. O'Hara. You asked for that, of course? 

Mr. Marvin. What? 

Mr. O'Hara. You asked to be a member of the committee, did you 
not ? 

Mr. Marvin. Yes; I suggested originally, when they set this thing 
up, that it would be a good idea to have a task force in each of the 
main areas and 

Mr. O'Hara. Well, you—did you finish your statement ? 

Mr. Marvin. Well, Congressman, I did want to continue, 

Mr. O'Hara. You do not deny that you were separated from the 
Hoover Commission, or discharged by Dr. Johnson in December of 
1950, do you? 

Mr. Marvin. Well, I will tell you about that, Congressman. There 
is a difference in the point of view of us, meaning the members of the 
Task Forces, about being discharged, knowing that we were never 
hired. We were all volunteers. We paid our own expenses. We 
never got, from the Hoover Committee, as much as a 3-cent stamp 
during the whole time we worked on this. They asked us to attend 
the hearings of the Eighty-first Congress, to appear, and there is an- 
other letter here dated February 20, 1950, add ‘essed to Mr. Layton, 
from Dr. Johnson, asking that I appear as their “spokesman” at your 
hearings in the Eighty- first C ongress. 

Mr. O'Hara. When was that dated ? 

Mr. Marvin. February 20, 1950. 


98025—52— 
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Mr. O'Hara. When were you discharged? Were you discharged by 
letter from Dr. Johnson ¢ 

Mr. Marvin. If you will bear with me, I will tell you the whole 
story. 

Mr. O’Hara. I wish you would get to it. It is quite a long time 
before you are getting to it. It is a simple question. 

Mr. Marvin. Well, if you will bear with me, I will get to it. 

Mr. Wotverron. I think that the difficulty with the witness in 
answering the questions from my colleague from Minnesota (Mr. 
O’Hara) is the necessity that he feels in explaining his separation due 
to the fact that you have asked him as to bis discharge, Ve evidently 
objects to the use of the word “discharge.” 

Mr. O'Hara. All right, if the word “separation” is better. 

Mr. Wotrverron. I feel that this witness, in view of the fact it has 
been stated that he was discharged, should have the opportunity of 
telling what the situation is and then we can draw our own con- 
clusions as to whether he was discharged or separated or otherwise. 

Mr. Marvin. Well, I appreciate that. Congressman Wolverton. 
I did think that “ discharge” was a rather rough term. ; 

Mr. O'Hara. I thought that that was the word that Mr. McCormick 
used the other day. I may be mistaken. 

Mr. Marvin. It might have been. I don’t know. In any event, I 
was asked to serve on the task force. I was asked to serve as spokes- 
man and give the views of the citizens committee, which I do. There 
were other letters and messages to be read, which I read from Dr. 
Johnson. Dr. Johnson asked me to serve. 

Then comes another letter dated November 29, 1950. This was 
shortly before the bill came up on the floor of the House, asking all of 
us to continue to serve in the Postal Affairs Task Force until a decision 
has been made with regard to this bill, which was recommendation 
No. 9 of the Hoover Report on the Post Office Department. 

There was another letter from Dr. Johnson asking us to.do every- 
thing we can to support this bill “as reported and without crippling 
amendments.” Then what happened was this, that you gentlemen 
had the bill up on the floor of the House on the 6th of December 1950, 
and as I understood the substitute bill was voted down at the end of 
debate by a margin of 21% to 1. 

There were then off-of-the-floor conferences to make some accom- 
modating adjustments in the bill. 

Now here is where we had a little row with Mr. McCormick. I 
have nothing personally against Mr. McCormick. I do not want any 
personalities to come into it. I do not think you gain anything from 
personalities. But at that time, December 7, 1950, a memorandum was 
given by him to Congressman Brown, who I understood came in and 
said that he did not know a whole lot about this, but he was submitting 
the memorandum on behalf of the Hoover committee, offering I think 
seven or eight amendments. 

And, we did not know the first thing about it. Here was the task 
force. We had been asked to handle this matter for the Hoover com- 
mittee. The next thing I saw was along about noon and Congress- 
man Kennedy came tearing out—he was about ready to burst a blood 
vessel. I have known him for 10 years, and I have never seen him 
~o mad in his life. He showed me this thing and the first of the 
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McCormick amendments provided that mail rates shall be based 
“primarily” on cost and then provided “the CAB may, from time to 
time, promulgate secondary standards, other than the necessary cost 
above referred to, and may use such additional and secondary stand- 
ards in connection with such (mail) rate determination.” 

We felt that you could drive a truck through that loophole. That 
meant that the mail rates would be based on the necessary cost of 
services rendered, which is good, but then the CAB could add on 
“secondary standards,” whatever they are, and pad the mail rate way 
up to the sky again, so we would be back where we are now. 

Well, we did not know quite what to make of it. First of all, I 
think Congressman Kennedy called up this fellow McCormick of 
the research department of the Hoover committee and he first of all 
said he did not see any harm in those amendments. Then, Con- 
gressman Kennedy pointed out the harm of the amendments and that 
they were directly in contradiction to the recommendations of the 
Hoover Commission, which they were, which showed on the record 
that mail pay should be based on the cost of service rendered. 

Well, then something else was said, and I took Mr. McCormick to 
task, and I frankly will say that I used some very strong language. 
He said that he was only doing it-—-OKing these amendments—in a 
personal way, not for the Hoover committee. 

Well, there was a lot back and forth then and we finally got hold of 
the headquarters of the organization. I found that none of the mem- 
bers of the task force had been consulted about this and all opposed 
these amendments, and then this wire was sent reaflirming; reaflirm 
ing the support of the Citizens Committee for the Hoover Report in 
the cost standard, and in the cost allocations, and on other points. 

So, we were backed up by them. And then still in addition to that 
Mr. Hoover himself sent a letter reaffirming support of the cost stand- 
ard. So we were vindicated. After that, there were sufficient per- 
sonal hard feelings that all of us got together, we signed, every mem- 
ber of the task force, signed a letter asking to get together with Mc 
Cormick and try to straighten things out so that we could all work to 
gether for the common goal, We were never able to have a meeting. 
Things drifted along. We just set up a separate Citizens Committee 
for Subsidy Separation. 

I do not know that there is any discharge or separation about it- 
We just went our way and they went their way. And, I am sorry if 
there is any hard feeling still about it. I am perfectly prepared to 
work with anybody toward the common objectives, and I think the 
Citizens Committee for the Hoover Report has done very admirable 
service, and I have a very high opinion of Dr. Johnson. We met with 
him prior to the last time I appeared before this committee on May 
24, 1950, and went over every single point with him personally, every 
amendment. We were not able to get together with him after the epi- 
sode of the McCormick amendments on December 7, 1950, but I have 
a very high opinion of him, and I think that whole Citizens Committee 
on the Hoover Report has done very good work, and we hope in our 
way, even though we have only the little Citizens Committee for Sub 
sidy Separation now, we are going in the same direction. 

I think tliat it is clear from Mr. MeCormick’s statement that he is 
against the international provisions of the Senate bill: and favors 


the House bill. 
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(The correspondence referred to by Mr. Marvin follows :) 


CITIZENS COMMITTEE FOR THE HOOVER REPORT, 
CITIZENS COMMITTEE FOR 
REORGANIZATION OF THE EX&CUTIVE BRANCH OF THE GOVERNMENT, 
Philadelphia, Pa., February 17, 1950. 
Mr. Lanapon P. Marvin, Jr., 
Library of Congress Annex, Washington, D.C. 

Dear Mr. MArvIN: The Citizens Committee is organizing a Postal Affairs Task 
Force. We would appreciate it very much if you could serve on it. 

The Task Force would advise the Committee on three measures now before 
Congress : 

(1) §S. 2212: A bill to create a modern accounting system in the Post Office, 
(Commission recommendation No. 6.) 

(2) S$. 2218: A bill which would place the politically appointed postmasters 
under the merit system. (Commission recolumendation No. 5.) 

(3) S. 1431: A bill to provide for the separation of subsidies paid to the 
airlines by the Post Office. (Commission recommendation No. 9.) 

Also, we will make arrangements for available members of the Postal Affairs 
Task Force, acting as private citizens, to present expert and impartial views at 
congressional hearings on these and allied measures. 

If you can serve, we will sometimes ask you to appear at hearings. Many 
times your schedule will not permit this, but we hope that the Task Force will 
serve as a pool of private citizens, some of whom will be able to appear. Due to 
the financial limitations under which the Citizens Committee operates, the 
members of the Task Force would have to pay their own expenses in connection 
with any such appearances. 

We need the full benefit of your guidance, experience and assistance in this 
matter. We hope that you will be able to serve. 

Very truly yours, 
Rosert L. JOHNSON. 


MEMBER OF POSTAL AFFAIRS TASK FORCE 


Mr. William C. Doherty (president, National Association of Letter Carriers). 
Group to concentrate on separation of airline subsidies from Post Office mail 
pay. (S. 1481, H. R. 2908) : 
Mr. Thomas K. Finletter (former Chairman, President's Air Policy Com- 
mission, 1947) 
Mr. James M. Landis (former Chairman, SEC and CAB) 
Mr. Gill Robb Wilson (columnist The Air World, New York Herald Tribune) 
Mr. David L. Behncke (Air Line Pilots Association, International) 
Dr. Godfrey Lowell Cabot (oldest of elder statesmen in aviation, former 
president, National Aeronautics Association and FAI) 
Mr. George Nelson (International Association of Machinists) 
Mrs. Lucile Sheppard Keyes (author and aviation economist) 
Mr. Joseph J. Grefig (Flight Safety Organization, AFL and CIO) 
Mr. John F. Budd (publisher Air Transportation, Customs House Guide) 
Mr. Langdon P. Marvin, Jr. (former chairman, Interdepartmental Air Cargo 
Priorities Committee) 
Mr. William M. Chadbourne (lawyer and civic leader) 
Mr. Mattie Lloyd Wooten (president, Texas State College for Women) 


CITIZENS COMMITTEE FOR THE Hoover Report, 
February 20, 1950 
Hon. Exrton J, LAYTON, 
Clerk, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

DrAr Mr. Layton: I have your letter of the 17th in reply to my telegram to 
Congressman Beckworth. 

The Citizens Committee has invited a considerable number of prominent 
citizens to serve on its Postal Affairs Task Force. One of the finctions of this 
task force will be to advise the Citizens Committee on S. 1431, and its companion 
bill H. R. 2908, to provide for the separation of subsidies paid to the airlines 
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by the Post Office (recommendation No. 9 of the Hoover Commission Report on 
the Post Office) 

This legislation is now under consideration by Congressman Beckworth's sub- 
committee. 

In view of your request that we limit our appearances before the House 
Committee to one or two citizens, I am designating Mr. Langdon P. Marvin, Jr., 
as the spokesman for the committee. He will be prepared to give a statement 
on behalf of the Citizens Committee for the Hoover Report at the hearings 
on February 23 or February 24. 

It is probable also that at a later date I will suggest to you the advisability 
of permitting one or perhaps two other members of the task force to make 
brief appearances at the committee to give expert and impartial views on 
certain specialized aspects of the proposed separation of subsidies from air 
mail pay. 

I hope that you can schedule the appearance of our spokesman upon comi- 
pletion of the testimony of the Government officials and prior to the com- 
mencement of testimony by members of the aviation industry. Our spokesman, 
Mr. Marvin, as well as any other witnesses whom we may suggest, will be ap- 
pearing at his own expense. 

Very truly yours, 
Rozert L. JoHNson, Chairman. 


FEBRUARY 21, 1950. 
Hon. Evron J. LAyTon, 
Clerk, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D. C. 

Drar Mr. LAYTON: My telegram of February 15 addressed to Congressman 
Beckworth asked for an opportunity for members of the Citizens Committee to 
appear before the hearings of the Interstate and Foreign Commerce Committee 
as soon as possible on the separation of subsidies from air-mail pay. 

Separation was the subject of recommendation No. 9 of the Hoover Commis- 
sion’s report on the Post Office, made over a year ago. 

In my letter of today to you I said that I was designating Mr. Langdon P. 
Marvin, Jr., to present the views of the Citizens Committee, and asked if you 
could schedule his appearance as soon as possible upon completion of the testi- 
mony of the Government officials. In answer to your second letter, his prepared 
statement will take approximately 30 minutes to deliver. 

Certain of the other members of the Postal Affairs Task Force will at a subse- 
quent date file statements with your committee for incorporation in the record. 

As I stated in my letter this morning, it is possible that one, or perhaps two 
members of the task force might at a subsequent date make appearances, not 
to exceed 30 minutes, on certain specialized aspects of the proposed separation 
of subsidies from air-mail pay. This request will not be made until a subsequent 
date. 

In the meantime, it is hoped that you will schedule the appearance of Mr. 
Marvin to give the views of the Citizens Committee as soon as possible upon com- 
pletion of the testimony of the Government officials on February 23 and 24. 

Very truly yours, 
Rosert L. JOHNSON, Chairman. 


CITIZENS COMMITTEF FOR THE Hoover REPORT, 
CITIZENS COMMITTEE FOR 
REORGANIZATION OF THE EXECUTIVE BRANCH OF THE GOVERN MENT, 
Philadelphia, Pa., February 24, 1950. 
Mr. LANGpoN P. MARVIN, Jr., 
Library of Congress Annex, 
Washington 25, D. C. 

DrarR Mr. MarvIn: Will you make the following statement on behalf of the 
Citizens Committee to the Subcommittee ou Transportation of the House Com- 
mittee on Interstate and Foreign Commerce ; 


TEXT OF STATEMENT 


In its report on the Post Office the Hoover Commission clearly recom- 
mended separation of subsidies from air-mail pay. This long-needed reform 
would, for the first time, permit the President, the Congress, and the public 
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to know definitely how much of the people’s money is being expended for 
flying the mails and how much for subsidizing private airlines. 

The President of the United States has recommended immediate action 
on separation. I agree with him. 

The Citizens Committee for Reorganization of the Executive Branch of 
the Government accordingly recommends to you, Mr. Chairman, to the 
Honorable Lindley Beckworth, the able chairman of the Transportation 
Subcommittee, and to all the members of your committee, speedy enactment 
of a strong measure to effect separation. 

H. R. 2908 would effect this reform, gives an acceptable method of separa- 
tion, and is in no way inconsistent with the recommendations of the Hoover 
Commission. 

None of the other proposed measures, it seems to me, would effectively 
achieve this reform. It may be that the experience of your committee will 
cause modifications to be made in H. R. 2908 for practical reasons, but I 
urge you to report it out immediately in a strong way which would truly 
effect the recommendations of the Hoover Commission and of the President 
of the United States. 

I have asked Mr. Langdon P. Marvin, Jr., a wember of the Postal Affairs 
Task Force of the Citizens Committee, to give you further views regarding 
the technicalities in these measures. I think it is most important that we 
move ahead on them at once. 

* * *” * * + 7 


The Citizens Committee would appreciate it very much if you, as a private 
citizen, would also supply the subcommittee with expert and objective views 
which your studies in this field have developed. I am sure that the committee 
will appreciate any assistance you can give them in this respect. 

Sincerely yours, 
Robert L. JoHNson. 


CITIZENS COMMITTER FOR THE Hoover Report, 
CITIZENS COMMITTEE FOR REORGANIZATION OF THE 
EXECUTIVE BRANCH OF THE GOVERNMENT, 
Washington, D. C., September 19, 1950. 

DBar CONGRESSMAN: We hope you will support H. R. 9184, Calendar No. 1049, 
which was favorably reported by the Interstate Committee by a vote of 15 to 2, 
(H. Rept. 3041) and for which a rule has been reported by the Rules Committee. 
The bill carries out the recommendations of both President Truman and the 
Hoover Commission to separate subsidies from the air-mail payments of the 
Post Office. 

1. President Truman (message January 9, 1950, to the Congress): “At 
present, direct financial assistance to the airlines is provided through air-mail 
payments, which are set generally at levels adequate to cover deficiencies in the 
carriers’ commercial revenues. Subsidy is thus merged with the fair compensa- 
tion for carrying mail, making it difficult to evaluate the cost of this aid in re- 
lation to its benefits. 

“The recent rise in total air-mail payments—to an estimated level of about 
$125 million in 1950—has made it increasingly important that the subsidy ele- 
ment be separately identified. 

“T recommend, therefore, the immediate enactment of legislation to authorize 
the separation of subsidy payments from mail compensation. Such subsidies 
should be paid from funds appropriated to the Clvil Aeronautics Board spe- 
cifically for that purpose.” 

2. Hoover Commission unanimous recommendation on Post Office February 
17, 1949: “We recommend, however, that the amounts of these subsidies shouid 
be paid * * * by open appropriation from tax funds and not imposed upon 
the Post Office or the mail users in this hidden manner. 

“By such a course, the President, the Congress and the public may know what 
the amounts of the subsidies are.” 

At the public hearings this spring, the separation bill was supported by Sec- 
retary Sawyer, the Postmaster General, the Citizens Committee for the Hoover 
Report, the independent airlines, the CIO and A. F. of L., veterans’ associations, 
and other public interest groups. Twelve witnesses favored the bill and only 
one opposed. 

Passage of H. R. 9184 would reduce the postal deficit by $30 to $60 million a 
year, according to conservative estimates of the Chairman of the CAB. It would 
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also increase the emphasis on defense instead of deficits as the standard for 
granting subsidies. 
We hope you will support H. R. 9184. 
Respectfully, 
LANGDON, P. MARVIN, Jr., 
Member, Postal Affairs Task Force, 
Study Room 141, Library of Congress Annev. 


CITIZENS COMMITTEE FOR THE HOovER REPORT, 
CITIZENS COMMITTEE FOR REORGANIZATION OF THE 
EXECUTIVE BRANCH OF THE GOVERNMENT, 
Philadelphia, Pa., November 29, 1950. 
Mr. LANG@Don P. Marvin, Jr., 
Library of Congress, Annex, 
Washington 25, D. C. 

Dear Mr. Marvin: I hope that you and the other members to whom I have 
previously written will continue to serve on the Postal Affairs Task Force of the 
Citizens Committee, at least until the air mail subsidy separation bill has been 
enacted. You can be assured of having the cooperation of our staff whenever 
you need it, and I am sure you will find the citizens committees in the different 
States helpful. 

With congratulations on the progress you have made and with thanks for all 
the work you have put into it, I remain 

Sincerely yours, 
z Rorert L. JOHNSON, Chairman. 


CITIZENS COMMITTEE FOR THE HOOVER REPORT, 
CITIZENS COMMITTEE FOR REORGANIZATION OF THE 
EXECUTIVE BRANCH OF THE GOVERNMENT, 
Philadelphia, Pa., November 29, 1950. 
Lt. Comdr. L. P. MARVIN, Jr., 
Library of Congress Annes, 
Washington 25, D. C. 

DeAR COMMANDER MARVIN: I am writing to you with respect to H.R. 9184, 
Calendar No. 1049, (Kennedy-Hesselton bill.) The House Commerce Commit- 
tee favorably reported it 15 to 2, and a rule was granted for floor action. It will 
come up on the floor of the House about Monday, December 4. 

This bill would effect the recommendations of the Hoover Commission that 
subsidies to private airlines be separated from post office air-mail payments so 
that, in the words of the Commission, “the President, the Congress, and the 
public may know what the amounts of the subsidies are.” 

President Truman recommended “the immediate enactment of legislation to 
authorize the separation of subsidy payments from mail compensation.” 

Mr. Hoover wired Congressman Hesselton on September 19: “The people of the 
Nation are entitled to know how much of their money is being spent for carry- 
ing the mails and how much is for subsidies. Therefore the Reorganization 
Commission specifically recommended, ‘that the amounts of these subsidies shonld 
he paid to the post office by open appropriation from tax funds and not imposed 
upon the post office or the mail users in this hidden manner.’ I strongly urged 
that this Congress enact legislation to effect this recommendation of the Re- 
organization Commission.” 

I hope you will wire or write all the Congressmen from your State urging sup- 
port of H. R. 9184, as reported. I hope you will also write both your Senators 
urging support of H. R. 9184 or companion S. 1431. The latter is still held up 
in the Senate Commerce Committee. That committee is starting a study of im- 
plementing subsidy separation, but we understand the study does not conflict 
with the action bill and is complementary. Therefore, there is no reason why 
H. R. 9184 cannot be favorably acted on by the Senate as well as the House at 
this session. 

Sincerely, 
Ronert L, JoHNson, Chairman. 
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[Sample of letter sent to all Members of Congress by Dr. Johnson} 


CITIZENS COMMITTEE FOR THE Hoover REPORT, 
CITIZENS COMMITTEE FOR REORGANIZATION OF THE 
EXECUTIVE BRANCH OF THE GOVERNMENT, 
Philadelphia, Pa., December 1, 1950. 


Hon. MARGUERITE Stitt CHURCH, 

House of Representatives, Washington, D.C. 

Dear CONGRESSMAN CHURCH: The bipartisan Commission on Reorganization 
unanimously recommended that the concealed subsidies to private airlines be 
separated from post office payments for carriage of air mail: 

“Subsidies: Payments to common carriers for transporting the domestic and 
foreign air mail are fixed by the Civil Aeronautics Board at a level to provide 
2 subsidy to aviation. Contracts for overseas mail are also made on.a subsidy 
basis. These subsidies may be most desirable. 

“Recommendation No. 9: We recommend, however, that the amount of these 
subsidies should be paid to the post office by open appropriation irom tax funds 
and not imposed upon the post office or the mail users in this hidden manner. 

“By such a course, the President, the Congress, and the public may know what 
the amounts of the subsidies are.” 

The Hoover Commission Task Force on Regulatory Commission further re- 
ported: “The mail rates should no longer include any need or subsidy element 
but should be based on the service rendered. They should reflect a fair alloca- 
tion of costs between mail, passenger, and freight services * * *.” 

The Hoover Commission’s recommendation is effectively carried out in H. R. 
9184, Calendar No. 1049, and we hope it will be favorably acted on, without 
crippling amendments, at this session. 

Sincerely yours, 
Roserr L. JoHNSON, Chairman. 


CITIZENS COMMITTEF FOR THE Hoover Report, 
CITIZENS COM MITTEE FOR REORGANIZATION 
OF THE EXECUTIVE BRANCH OF THE GOVERNMENT, 
Philadelphia, Pa., December 12, 1950 
Dr. Ronerr L. JOHNSON, 
Chairman, Citizens Committee for the Hoover Report, 
Care of Temple University, Philadelphia, Pa, 

Dear Dr. JonNsoN: We were invited by you to serve on the postal affairs 
task force of the citizens committee. One of the most important postal recom- 
mendations of the Hoover Commission still not carried out is the separation of 
subsidies from air-mail pay. : 

For over a year and a half we have worked hard on this bill on a volunteer 
basis from its original drafting through the various committee stages te suc- 
cessful passage in the House. We have cooperated with each other and with 
the hard-working sponsors of the bill, Representatives Kennedy and Heselton. 

To insure successful passage of the best possible bill to carry out the Hoover 
Commission’s recommendation, and to achieve the greatest harmony and unity 
possible to this end, we ask for a conference with you personally, together with 
Messrs. Coates, McCormick, and any other members of your staff. 

There is a great deal of work to be done; we want to avoid confusion and 
work things out harmoniously; since the session will end shortly, we hope you 
can see us in New York or Washington or Philadelphia at your earliest con- 
venience. 

Respectfully, 
Members, Postal Affairs Task force (care of Study Room 141, Library 
of Congress Annex, Washington 25, D. C.): Langdon P. Marvin, 
Jr., William C. Doherty, Robert E. Kinger, Hartman Barber, 
James L. Horst, Hoyt S. Haddock, Joseph Frefig, John F. Budd, 
L. C. Pakiser, John Gunther. 


Dr. Rosert L. JOHNSON, 
Chairman, Citizens Committee for the Hoover Report. 
(Text of following letter to Dr. Johnson, not dated, was read by Mr. Robert L. 
L. McCormick, Director of Research of the Citizens Committee for the Hoover 
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Report, into pp. 115-114, June 28, 1951, hearings before Senate Interstate Com- 
mittee, S2d Cong., Separation of Air Mail Pay from Subsidy. ) 

I have considered again the Reorganization Commission's proposals for sepa- 
rating subsidies paid to commercial airlines from compensation paid them for 
carrying air mail. The Commission's report on the post office was specific on 
this matter: 
“SUBSIDIES 


“Payments to common carriers for transporting the domestic and foreign air 
mails are fixed by the Civil Aeronautics Board at a level to provide a subsidy 
to aviation. Contracts for overseas mail are also made on a subsidy basis. These 
subsidies may be most desirable. 


“RECOMMENDATION NO. 


“We recommend, however, that the amounts of these subsidies should be paid 
to the post office by open appropriation from tax funds and not imposed upon the 
post office or the mail users in this hidden manner. 

“By such a course, the President, the Congress, and the public may know what 
the amounts of the subsidies are.” 

For many years now, the taxpayers and the Congress have had only a vague 
idea how much money was being paid for such subsidies. As the Commission 
pointed out, they are entitled to that information. 

The most practical and accurate way to separate these two types of payments 
is to base the determination of the mail pay upon what it costs the carriers to 
furnish mail carriage services to the post office. The subsidies would be the 
amounts paid in addition to such carriage costs; and these subsidies should be 
separately appropriated for. That type of standard will make it possible for the 
taxpayers and the Congress to have accurate information. 

In order for the reform to be effective, it is not equitable to exempt any mail 
carriers, foreign or domestic. The reform should apply equally to all. 

Hersert Hoover. 


Mr. O'Hara. I will come back to the same question I asked you. 
Were you not separated or discharged, whatever word you want to use, 
by Dr. Johnson, from the committee ? 

Mr. Marvin. I think that that word is a little strong. 

Mr. O'Hara. What did he say. or what did he do? 

Mr. Marvin. We never saw him after that. 

Mr. O'Hara. Did he say he did not want you working on the 
committee ¢ 

Mr. Marvin. Yes, from thence forward Mr. MeCormick said that 
he wanted to represent the Citizens Committee for the Hoover Report 
at each future hearing. Allright. We withdrew and set up, all of us 
members of the task force, our own Citizens Committee for Subsidy 
Separation. We did that. 

Mr. O'Hara. There was nothing in the Hoover Committee Report, 
was there, about certifying these nonscheduled airlines to carry air 
mail, was there? 

Mr. Marvin. Congressman, let me say this: That was one of the 
points of difference that we had with Mr. McCormick. As he said 
himself in testifying the other day, the Hoover report—there are three 
reports that deal with the subject—one on the Post Office; one on Fed- 
eral Business Enterprises, and the Task Force Report on Regulatory 
Commissions. 

None of them specifically deal with that problem. We feel, and I 
say “we” because all of the members of the task force who are now 
members of this citizens committee, the names of whom are on page 1 
of this statement—we agreed unanimously that the spirit of the Hoover 
Committee Report was that subsidies and carriage of mail should 
henceforth have nothing to do, one with the other, and to put in a 
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clause saying openly that only people having mail certificates could 
apply for wubeidies was perpetuating what we denominated an umbili- 
cal cord, from the air mail companies to the post office treasury, and 
I still think that is a fair interpretation of the Hoover Report. 

Mr. O'Hara. Well, there was no specific recommendation by the 
Hoover Committee on that subject at all; is that not a fact? 

Mr. Marvry. That is correct. 

Mr. O'Hara. But you were, in your lobbying efforts up here, and 
you were very active during the time of the consideration of 9184 in 
the Eighty-first Congress? You made the statement to many members 
of Congyess that this bill, 9184, was supported by the Hoover Com- 
mittee, did you not ? 

Mr. Marvin. That is correct. 

Mr. O’Hara. So, it was not quite a correct statement: was it ¢ 

Mr. Marvin. Yes it was. Congressman O’Hara, what I tried to say 
was this: I had this letter of November 29, 1950, from Dr. Johnson, 
head of the Hoover Committee, asking us to do everything we could 
on behalf of H. R. 9184, the Kennedy-Heselton bill—I regret to say 
they seem to have misspelled Mr. Heselton’s name—“as reported, with- 
out crippling amendments.” I took that to mean what it said. 

Mr. O'Hara. Were you interested in the separation of subsidy, or 
were you interested in getting more carriers subsidized ; which ? 

Mr. Marvin. We were interested in a separation of subsidies from 
compensation for the cost of carrying the mails, and the complete 
separation, and not just a halfway one. 

Mr. O'Hara. Now, Mr. Marvin, you spent a lot of time talking about 
separation of air mail subsidies. You know that this committee in 
reporting out H. R. 9184 agreed completely and unanimously, that 
domestically there should be a separation of air mail subsidies from 
air mail pay, do you not? 

Mr. Marvin. Yes, sir. 

Mr. O'Hara. And it was so debated on the floor; so stated on the 
floor, and there was no argument about it in debate on H. R. 9184, 
that is, there was no argument but what there should be separation; 
is that not a fact ? 

Mr. Marvin, Yes, sir; I think it is unanimous. At least I hope 
it is unanimous that there should be a separation made and an effective 
separation at that. I think there is no point in passing a bill that 
just has it in the title; I mean, it has to be in the language of the 
bill. 

Mr. O'Hara. Well, in following that up you admit, do you not, 
that one of the things which I am very deeply interested in and par- 
ticularly interested in is the feeling that his subsidy should be ex- 
tended to air carriers who are now not authorized under the law to 
carry mail. Is that true? 

Mr. Marvin. Congressman, I feel that; I believe you stated at one 
point on the floor of the House, that the provisions of the bill as re 
ported by this committee would let, I think you said, 2,000 or 2,400 
new companies in under the tent. That was not correct. The lan- 
guage—— 

Mr. O’Hara. Can you show me where I said that? I will be glad 
to have it. 

Mr. Marvin. Yes, I will. 
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Mr. O’Hara, I do not want you to do it now. Will you call my 
attention to that? 

Mr. Marvin, Yes, sir. That was in the debate on December 6, 1950. 
(Vol. 96, Congressional Record, December 6, 1950, p, 16380.) 

Mr. O’Hara. If I said it, I will admit it, whether I was correct or 
incorrect. 

Mr. Marvin. I think there was a misunderstanding there and the 
point that I want to make is this: The terminology is very complex 
here. I tried in the appendix of this study to list the different com- 
panies that would be brought in under the different definitions, the 
alternatives before you—“any air carrier.” 

Now, if you used the language “any air carrier,” your statement 
would be entirely correct. There are, I believe, 2,000 nonscheduled air 
companies in the United States. So if that language were in the bill, 
your statement would be correct; 2,000 companies would be eligible 
to apply for subsidies that are not eligible now. 

Then the other language is “any certificated air carrier.” 

Now, the Civil Aeronautics Board gave us a list, and they said that 
would include 16 companies—I believe it is only 12 now—who would 
be certificated, who hold certificates of public convenience and neces- 
sity. That seems to be the main test, certificate of convenience and 
necessity ; but the bill is not specific in that. 

That is the language that we backed as a compromise. That is 
the language which the Defense Department has endorsed, as Mr. 
Heselton read you, and I may say also that is the language that is 
supported by the Postmaster General and there is the letter, December 
12, 1950, from him to Congressman Kennedy on that point, and we 
wanted it for this reason, to protect him from being made to pay, to 
give the mail to, to tender the mail to a carrier who has been given a 
mail certificate simply as a device to get subsidy, you see ? 

Mr. O'Hara. Now, let me ask you this question. Do you think that 
a separation of subsidy is going to save the taxpayers any money ‘ 

Mr. Marvin. Yes; I think it probably will. 

Mr. O'Hara. How soon? 

Mr. Marvin. What ¢ 

Mr. O’Hara. How soon? 

Mr. Marvin. I don’t know. I mean—the bill has not been passed. 
It has been 3 years since the Hoover report was made. There is not 
a separation bill yet. Then after that the separated subsidies would 
have to be brought before the Congress. Whether the Congress would 
cut the subsidy in half or whether the Congress would double them, I 
do not know. 

I think it is fair to say that probably with the word “need” out of 
the Civil Aeronautics Act, there would be a tighter control by the 
Congress on the expenditure of public money. 

Mr. O’Hara. Do you claim that the increase in mail pay has been 
because there is less mail carried or more mail carried ? 

Mr. Marvin. As I tried to show in this chart, Congressman O’Hara, 
the amount of mail carried has increased. That is very true. But it 
has not increased nearly as fast as the dollars in mail pay have 
increased. 

Mr. O’Hara. As the number of carriers of mail increases the cost 
of mail pay increases, too, does it not; and the subsidy increases / 





422 AIR-MAIL SUBSIDIES 


Mr. Marvin. You see, the subsidy—in other words, there has been 
an increase in the subsidy. That is what it boils down to. 

Mr. O'Hara. Now, in H. R. 508, which you are strongly supporting, 
it would authorize more carriers to carry mail, which would further 
increase the cost of subsidy and the cost of carriage of the mail, 
would it not? 

Mr. Marvin. No, sir; that isnot right. It does not authorize any 
new people to carry mail. 

Mr. O'Hara. Well, then they would become eligible to carry mail; 
is that not true? 

Mr. Marvin. No, sir; they would not. 

Mr. O'Hara. Well, what would they do? They would become 
eligible for subsidy, certainly. 

Mr. Marvin. Yes, sir; that is true. Under the language, certain 
types of air carriers, 12 or 16 companies who are not receiving mail 
pay now would be eligible to apply for subsidy. 

Mr. O'Hara. How would you classify this 12 or 16.as compared 
with the balance between that and the 2,000? Would not that be 
discriminatory / 

Mr. Marvin. I think in a certain sense it would; yes, sir. I think 
in our opinion, as I said a while ago, it is more important to confine 
subsidies by the purpose to be subsidized, to describe the purpose. The 
test on which they are granted I think ought to be written into the 
law, and not have any artificial limitations on applicants. 

Now, I would like to make this point, Congressman. We expect 
and hope that the Civil Aeronautics Board will say “No” quite fre- 
quently to subsidy applicants. The impression has gotten around that 
all you have to do, if you hold one of these magic mail certificates, is 
to go up there and knock on the door, and you will get 90 cents out of 
each dollar you are asking for. 

Now, I do not think that is what happens under H. R. 508. Notice 
that it says, on page 4 of H. R. 508, line 8, “The Board is empowered” 
to make subsidy payments. Now, it does not direct them. There is 
nothing automatic about it. It does not give them authority to 
commit the public funds in advance of congressional action, and 
I think there is where Congress will control the purse strings. 

Mr. Harris. To whom ? 

Mr. Marvin. I beg your pardon. 

Mr. Harris. Will the gentleman yield? 

Mr. O'Hara. Yes. 

Mr. Harris. The Board is empowered, upon its own initiative, and 
so forth, to make payments to whom ? 

Mr. Marvin. A certificated air carrier. 

Mr. Harris. Where? 

Mr. Marvin. In line 10, sir. 

Mr. Harris. That does not relate then to page 2, line 15, “by each 
holder of a certificate authorizing the transportation of mail by 
aircraft”? 

Mr. Marvin. Yes, sir; that is correct. That is entirely eorrect. 
There is no attempt to get people in the mail business without their 
having a mail certificate from the CAB. 

Mr. Harris. But, there is an attempt to get into the subsidy field. 

Mr. Marvin. Well, put it this way: We feel that it is more—it would 
make more sense to say that only. people with blond hair and blue eyes 
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could apply. That would make more sense in my opinion than to 
hitch it to mail. The very thing we are trying to separate is mail from 
subsidy. 

Mr. O’Hara. You do not deny the point that H. R. 508, though, 

rovides and that you want other air carriers who do not carry mail to 
* eligible for subsidy of some kind. Is that not true? 

Mr. Marvin. Eligible to apply for subsidy ; yes, sir; that is correct. 

Mr. O’Hara. Surely. 

Mr. Marvin. That is correct. And, I might say here that this was 
the sentiment of this committee, and I am just repeating their senti- 
ment. 

Mr, O'Hara. I wish you would not please make such statements as 
that. I do not think it wise at all, It was not the sense of the entire 
committee; unanimously, certainly. 

Mr. Marvin. No, the sense of the majority report. You are quite 
correct, Congressman O'Hara. 

It was the majority report, if I might read it to the gentleman. 

Mr. O'Hara. [ do not think you need to read it. We all have it. 

Mr. Harrts. Will the gentleman yield? 

Mr. O'Hara. I will yield. 

Mr. Harris. There has been constant reference to the committee 
report and the committee action and what has happened, including 
the action on the floor of the House. I think it should be made very 
clear for the record that a report was issued by this committee as 
always a report is issued when a bill is reported: but on the floor of 
the House an entirely different viewpoint was adopted. 

The gentleman, the witness, has referred several times to a sub- 
stitute proposal that I offered which was in the form of a bill that had 
been previously introduced by Mr. Hall, a member of this committee. 

It is true I offered that bill as a substitute, and I am making this 
statement for the record, since it has been referred to. But, in the 
interim and during the course of the discussion, Mr. Brown, who is a 
member of the Hoover Commission, came in with certain information, 
and it was generally agreed on the floor of the House by the Members 
considering this that other viewpoints would be adopted, and the bill. 
the substitute bill, would not be supported; but it would be voted 
on and the following day an informal committee would meet for the 
purpose of trying to work out this difference. 

This committee did meet, and a different viewpoint was adopted 
and a bill passed. 

Now, I think for the benefit of the members of the committee it 
should be made clear as to what the record shows was the final action. 

Mr. O'Hara. And that conference took place after the gentleman 
had offered his amendments, and was at the request of the majority 
of those who attended that conference that it be held, and as a matter 
of fact there was a recess upon debate of the bill until a later time, 
and that, as the gentleman has stated, is exactly what has happened. 

Mr. Wotverron. I assume, Mr. Chairman, it has been very difficult 
for anybody outside of this room to know what was done in executive 
sesssion. I am not going to be too critical of anybody for what they 
say when they are not in a position to know everything that took place. 

What has been said already is something I am not aware of—the 
statement that has been made. 
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Between this time and tomorrow when we take this matter up 
again, I would like to look at the minutes of the committee. 

Mr. O'Hara. Well, what was said on behalf of the committee after 
the so-called conference was held 

Mr. Harris. Will the gentleman yield ? 

Mr. O'Hara. Yes. 

Mr. Harris. I want it to be very clear that what I said was not in 
the nature of criticism of this witness or anyone else; but merely 
stating the facts of what the record shows, and I am sure that the 
gentleman can look at the Congressional Record of the date the bill 
was before the Congress and then the date it was taken up later, which 
was December 6, 1950. That is true, is it not ? 

Mr. Marvin. It was finally passed on the 11th. 

Mr. Harris. On the 1ith. All right. You can look at the record of 
December 6, 1950, and then December 11, 1950, and there you will 
find just what occurred at that time and, of course, anyone whether 
they were in the gallery or somewhere else, can see the result of the 
work of the executive meeting of the members of the committee and 
other members, including Mr. Kennedy, who I am sure, as the witness 
said, was very much concerned about what happened. You can see 
just what the record shows. 

Mr. Beckworrn. Let me make this observation. It is 12 o’clock 
now. It is obvious that this witness should come back here to submit 
himself to questions of any of the others who have heard his testimony 
and who wish to ask questions; also, the Chair is disposed to adjourn 
this meeting at this time, so far as this bill is concerned, and we have 
to have another meeting on a little matter here that I think that Mr. 
McGuire is exceedingly interested in. So, we can ask you to come 
back tomorrow morning at 10 o'clock ¢ 

Mr. Marvin. Yes, sir. 

(After informal discussion about time of reconvening and so forth, 
the following proceedings were had.) 

Mr. Bennerr. The House is not in session this afternoon, but it 
goes in session tomorrow morning at 10 o’clock, Mr. Chairman. 

Mr. Harris. Yes, we meet at 10 o’clock tomorrow morning. 

(After further informal discussion the following proceedings were 
had.) 

Mr. Beckworrn. Then, the committee will recess until 2:30 o’clock 
this afternoon. 

(Whereupon, at 12:03 p. m., the committee took a recess until 2:30 
p. m. of the same day.) 


AFTERNOON SESSION 
(The committee reconvened at 2:30 p. m., pursuant to recess. ) 


STATEMENT OF LANDON P. MARVIN, JR., RESEARCH PROFESSOR 
OF AIR TRANSPORT ECONOMICS, GEORGETOWN UNIVERSITY, 
WASHINGTON, D. C., ON BEHALF OF THE CITIZENS’ COMMITTEE 
FOR SUBSIDY SEPARATION—Resumed 


Mr. Becxworrn. The committee will please come to order. Mr. 
Marvin was being questioned and he agreed to come back and submit 
himself to further questions from any members of the committee. 
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Mr, O’Hara. Mr, Chairman, I had used my 5 minutes, I believe. 

Mr. Beckworrn. You may proceed if you wish. 

Mr. O'Hara. That is all right. 

Mr. Beckworrn. Mr. Heselton, have you any questions? 

Mr. Hesevron. No. 

Mr. Beckwortn. Mr. Denny? 

Mr. Denny. I do not think so. 

Mr. Beckworrn. Mr. Wolverton ? 

Mr. Worverron. I would like to know what the effect of H. R. 508 
is with reference to extending to other carriers, such as organizations 
like Slick and the Flying Tigers, the opportunity to carry air mail. 
Does it provide for that in any way? 

Mr. Marvin. No, sir; it does not. There was the suggestion made 
by the Postmaster General in his letter of February 1, 1952, to the 
chairman of this committee that there should be added an amendment 
permitting the Post Office to contract with any air carriers, and I 
assume that would include the freight companies, for mail. I saw 
that where Mr. Redding appeared before you here they said they 
thought that ought to be taken up as a separate bill, so that under 
H. R. 508 no carriers who do not have mail certificates would be per- 
mitted to carry mail. 

Mr. Wotrverron. Is there any reason why the bill should not be 
amended to cover that? 

Mr. Marvin. Congressman, I see absolutely no reason why not. I 
looked with some interest at the charts that the Post Office brought 
up here, on the timing of mail ready to ship from the major cities, as 
against the departures of passenger flights. I thought it was quite 
extraordinary. As I understood it, most people do not sign and put 
their mail in the chute until the end of the business day, at 5 o’clock 
or 6 o’clock. By the time it is collected, sorted, the postage canceled, 
and everything else, and hauled out to the field in sacks, ready for 
shipment, it is 8 or 9 or 10 or 11 or 12 o’clock at night. By that time 
most of the passenger flights have already gone. But that happens to 
be the time when the air-freight flights and the air-coach flights are 
just warming up, so that I think a good deal of mail could be moved at 
low rates at night by those companies, and it seems to me that the tax- 
payers would benefit by it. 

Mr. Hesevron. Mr. Wolverton, would you yield at that point ? 

Mr. Wotverron. Yes. 

Mr. Heserron. I filed a bill, as you know, identical with H. R. 508. 
The language in that bill is: 

The Civil Aeronautics Board is empowered and directed, upon its own intiative 
or upon petition of the Postmaster General or an air carrier, to determine and 
fix from time to time, after notice and hearing, fair and reasonable rates of 
compensation for the transportation of mail by aircraft— 


for certificated air carirers. 

I had assumed that the language of the amendment in the Senate 
bill was: 

Any air carrier holding a certificate authorizing the transportation of mail by 
aircraft. 
That is a limiting category. There are some 51 airlines holding those 
certificates. 

The use of any certificated air carrier, in my judgment, broadens 
that to include 16 airlines holding certificates of convenience and 
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necessity authorizing the transportation of property and/or persons 
but not mail. I want to clear this up, to see what Mr. Marvin's judg- 
ment is. 

As I understand it, among those are the Flying Tigers and Slick. 
It may be that you and I have a different interpretation, but you 
specifically asked if this bill would make it possible for Slick or the 
Flying Tigers to qualify. I think it does. Mr. Marvin seems to in- 
dicate, as I understood him, that it did not. 

Did I misunderstand your testimony ? 

Mr. Marvin. I think Congressman Wolverton’s question, Congress- 
man, if I understood it right, was about carrying mail; as to whether 
Slick and the Flying Tiger Corp., who are in the freight business, 
would be under H. R. 508 as presently written eligible to carry mail, 
not eligible to apply for subsidies. You are quite right; they would 
be eligible to apply for subsidies, but they would not be eligible to 
carry mail, 

Mr. Hesevron. Is that the way you intend your question / 

Mr. Worverton. That gives some of the information I am inter- 
ested in. Primarily the thing I am interested in is doing something 
for the taxpayers which would not be unjust toward the air trans- 
portation of the country, which we expect to be of assistance in time 
of emergency. It seems to me, however, that we are not doing a full 
job with respect to our responsibilities to the taxpayers when it is 
revealed to us that similar matter, whether it be termed “cargo” or 
“express” or whatever you wish to call it, can be carried for an average 
of 15 cents as against 45 cents now paid to the present air carriers. 

I have not been able to understand yet as fully as T would like why 
there is a difference and why there is the necessity to continue at a 
45-cent rate, if you could get the same service for a 15-cent rate. I 
have in mind in that connection that when it comes to air transporta- 
tion being of assistance in time of emergency, which we all acknowl- 
edge it has been, the fact remains, that cargo carriers can be and have 
been and are just as important from the standpoint of providing trans- 
portation in an emergency, as we now expect from the passenger lines. 
That pointed out last night in an article which appeared in the 
Washington News. 

We are all conscious of the service which has been rendered by 
cargo carriers. The spectacular part of it probably was in the Berlin 
airlift. I do not see why they are not given the consideration they 
are entitled to have, or what seems to me to be the proper considera- 
tion. It is for that reason I am inquiring how far H. R. 508 broadens 
the scope, if at all, or the jurisdiction of the Post Office Department 
in selecting an air carrier; whether it restricts it; whether it leaves 
the law as it is at the present time, which almost has the effect of 
saving to these cargo carriers when they apply for the right to certifi- 
‘ation to carry mail and are told: “Here is your hat; what is your 
hurry ¢” 

And they are pushed out of the picture. 

I am for doing everything necessary to be helpful in building up 
air transportation, but I do not yet realize why it should not be on a 
broader basis, so far as mail carriers are concerned, than it is at the 
present time. I am anxious to know what we have before us in this 
legislation in that respect. 





AIR-MAIL SUBSIDIES 427 


If not then, what kind of amendments do we need to bring this 
before the committee for its attention / 

Mr. Marvin. Well, I could not agree with you more, Congressman 
Wolverton. I think you could accomplish that probably in two ways. 

There would be one method on H. R. 508, page 2, line 15, where 
you could strike out the words “authorizing the transportation of mail 
by aircraft” and just say “holder of a certificate of convenience and 
necessity” which would permit those cargo carriers in on the mail 
business. 

Mr. Worverton. You are speaking now of H. R. 50s? 

Mr. Marvin. Yes, sir. 

Mr. Wonverron. Page 2/ 

Mr. Marvin. Yes, sir. 

Mr. Wotvertron. What line‘ 

Mr. Marvin. Fifteen, sir. 

Mr. Worverton. By making what kind of a change ? 

Mr. Marvin. 1 think, without having studied it very carefully, 
vou could do it by deleting the words “authorizing the transportation 
of mail by aircraft” and substituting the words “of public convenience 
anad necessity.” 

Mr. Worvertron. Where ? 

Mr. Marvin. Then it would read: 

By each holder of a certificate of public convenience and necessity. 

Mr. Worverron. Striking out the balance? 

Mr. Marvin. Striking out from “authorizing” on line 15 through 

o “aircraft” on line 16. 

Mr. Wotverron. Well, I would appreciate it if you could give that 
more attention than you probably have had the opportunity to give 
to it at this time. 

Mr. Chairman, I have been somewhat convinced not only from the 
testimony which Mr. Marvin has given today but also from what he 
was prepared to give us in the form of the prepared statement that 
he had and further, the fundamental or basic material appearing in 
the article Air Mail Subsidy Separation which is a brief on the sub- 
ject by Mr. Marvin, that he has been of very great help in presenting 
this question to this committee. 

I do not want to make comparisons, but T have the feeling that at 
least I can say that no one who has appeared before us has given more 
basic consideration, as would appear from the prepared material that 
has been presented to us, than has Mr. Marvin. I have been con- 
vineed that he is interested in this subject solely and entirely because 
of his conviction that something should be done about it. Whether 
I agree with him in every particular or not is not important. I rec- 
ognize that he has rt a very important service to this commit- 
tee, and in that connection I have no hesitancy in saying that Mr. 
Tipton, who has opposite views, probably, on most of the questions 
involved in this, from those of Mr. Marvin, has likewise presented to 
us very worth-while information. I have great confidence in both of 
these gentlemen in their effort to present to ) this committee the funda- 
mental factors which they think we should consider. Although they 
may have differing viewpoints, I recognize that each has made a 
very sincere effort to present to us the factors that each considers im- 
portant to us in our consideration of the entire matter 
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Mr. Marvin. Thank you, Congressman Wolverton. 

Mr. Beckworru. Mr. Bennett ? 

Mr. Bennett. Yes, Mr. Chairman; I have some questions I would 
like to ask. 

Mr. Marvin, is it your position that the payment of subsidy should 
be limited exclusively to carriers whose services are in the interest 
of national defense, and for no other purpose ¢ 

Mr. Marvin. Congressman Bennett, I would say this: That sug- 
gestion was just made a couple of days ago, by Mr. Prince, in his 
statement. I have not had a chance to talk to the other members of 
our Citizens’ Committee, and we have generally argued it out and 
acted in concert on those things. I can probably get that in a very 
few days. They are usually pretty quick in answering letters. 

Pending that, I would say I would guess that there would be no 
objection to limiting it to defense purposes. I might be wrong about 
that. If there is anything different I ask your permission if I may 
submit that in a few days. 

Mr. Bennett. I just want to explore your thinking on that. If 
you so limit it, what do you believe would be the effect to the airlines, 
the so-called feeder airlines which are scattered all over the United 
States and serving the so-called small or less populated areas of the 
country, where in most instances it would be pretty difficult to tie up 
their services or the necessity of their services to national defense ? 
If you were to use that as the sole determining factor, what do you 
think would happen to the feeder airlines? 

Mr. Marvry. Congressman Bennett, the feeder airlines, I think, 
are not so far removed from national defense. I think the Army 
airborne troops have had a great deal of interest in developing a short- 
haul assault transport, as I think they call it. I think they have 
several models in mind. That is the kind of thing which would be 
useful not only for the Army airborne troops but also for the feeder 
lines. So, again, you have a pretty good tying together of defense 
purposes, what the Army needs with what the civil air companies can 
do. 

Mr. Bennerr. Who would you have made the decision as to whether 
a particular line was operating in the interest of national defense; the 
War Department or the Civil Aeronautics Board ? 

Mr. Marvin. Under this bill it is left to the Civil Aeronautics Board. 
Under this bill, as you understand, it is drawn so that there are three 
purposes; national defense, the commerce of the United States, or the 
postal service. 

Mr. Bennett. I realize that, but I am trying to get at your thinking. 

Mr. Marvin. As to whether it should be limited to one ? 

Mr. Bennerr. That is right; and, if so, what the effect would be 
and how you are going to work it out. . 

Mr. Marvin. Well, if it were limited to one it might be harmful to 
the feeder lines. I just do not know. I think it might bring some of 
the air companies into closer relationship with the military, so that you 
would get transport planes developed of types that would be inter- 
changeable between the military and the commercial services, That 
might be a good thing. 

As I say, we are not endorsing that particular amendment of putting 
the period after the words “national defense” right now because I have 
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not consulted the others on it. I think there is much merit to the 
suggestion, but as of this moment we are not endorsing it. 

Mr. Bennett. Getting back to this fixing of rates for foreign car- 
riers, which you spent considerable time on this morning, I would like 
to ask a question, if you will refer to the language on page 8 of the 
Senate bill. 

Is there anything in that subsection 2 which says that the rate of a 
foreign carrier r shall not be less than any rates paid by the United 
States to foreign carriers for similar services? Is there anything in 
that language which would prevent the Post Office Department from 
fixing a ‘uniform compensatory rate for all carriers? 

Mr. Marvin. You mean for all international carriers? 

Mr. Bennett. <All international carriers, foreign and domestic. 

Mr, Marvin. Oh, it would be uniform, all right. It would be uni- 
form at that very high level of $2.86 a ton-mile. That is the catch. 

Mr. Bennett, "Maybe I have not made my question clear. 

Under the language of that section, or that subsection, which starts 
on page 7, if it were put into effect, I assume the Postmaster General 
would then fix compensatory rates for international carriers within 
two limits. First, the maximum could not exceed the UP maximum 
rates; and, second, the minimum which he paid for domestic interna- 
tional airlines could not be less than that which he paid foreign air 
carriers in the same service. 

Now, I am asking this question: If he fixes a compensatory rate of 
$1 per ton-mile, is there anything in this language which prevents him 
from making foreign carriers take the same compensatory rate that 
he pays the domestic international carriers / 

Mr. Marvin. Yes, sir; there is. 

Mr. Bennerr. What is it? 

Mr. Marvin. Well, you see, when we move any mail on a foreign- 
flag airline we have to pay what the postal administration of that 
foreign country charges. 

Mr. Bennerr. I am talking about mail moving from here to a for- 
eign country. 

Mr. Marvin. Yes, sir. 

Mr. Bennerr. Ina foreign country’s airline. Is there anything in 
this language which would prevent the Postmaster General from pay- 
ing that line the same compensatory rate which he fixes for our inter- 
national carriers for the same service ? 

Mr. Marvin. I think I see what you mean, Congressman. You mean 
to bring them down to our rate? 

Mr. Bennerr. That is right. 

Mr. Marvin. I had high hopes of that, and I went over to talk with 
all the Post Office people when the Senate committee reported this bill 
with this language in it, these three lines that I have been objecting 
to. I pleaded with them: “Can you not find a way around it? Can 
you not make it work? Can you not look at it from that angle? Be- 
cause this is what the Senate committee has reported, and we may be 
stuck with it. Can you not make it work?” The answer was “No” 
they could not. 

Mr. Bennerr. Why not ? 

Mr. Marvin. Because if they load a sack of mail on a foreign-flag 
line they are stuck to what the foreign government charges them. 
There is just no getting around it. 
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Mr. Bennert. That is not true. Why is that true? 

Mr. Marvin. They expressed it in this letter. This is a letter of 
August 22, 1951, from the Postmaster General to Congressman Ken- 
nedy. This is after the Senate committee had reported the bill. He 
says: 

Payments to foreign air carriers for the transportation of United States mail 
are generally made by the United States in accordance with the rates quoted 
by foreign postal administrations. These rates are not under the control of 
the Postmaster General of the United States. For example, if Air France were 
to carry United States mail our payments are made at the rates quoted by the 
French Postal Administration. The maximum rate which any postal admin- 
istration may quote to another is fixed by the air-mail agreement, which is one 
of the agreements prepared by the Universal Postal Union Congress. * * = * 
and so forth. Then he points out that as a matter of practice they 
charge the full ceiling. 

Mr. Benner. That is a custom of the Post Office Department, o1 
a policy thaf has been set up. There is no law which I know of or 
which has been cited here by the Postmaster General or by his assistant 
which requires them to pay a foreign carrier for taking mail out of 
this country to a foreign country any more than they pay a domestic 
international airline. So I think that this argument about the lan- 
guage in subsection 2 is just a lot of bunk. That is, the argument 
that it requires our Post Office Department to pay a foreign inter- 
national carrier more than we pay a domestic carrier. That just is not 
so. If it is there, I would like to have somebody point it out to me. 

The only thing that is there is something about foreign policy. 
Mr. Redding testified it would be a little difficult for us to ask Air 
France to carry mail from New York to Paris at the same rate that 
Pan American or some other of our own airlines carry it for. It 
might offend their sense of propriety or some such thing, I gathered 
from what he said. 

Mr. O'Hara. Will the gentleman yield? 

Mr. Bennerr. Yes. 

Mr. O’Hara. It was my understanding that Mr. Redding said 
there was nothing in this present law or in this bill which ‘would 
prevent the Post “Office Department from fixing a lower rate than 
the UP rates, which vou would pay to the foreign carrier, but it 
was a matter of diplomacy, of international policy, to pay the full 
rate. I may be wrong on my recollection. 

If the gentleman would yield for one other observation, to me that 
is discriminatory against citizens of the flag lines of our own country. 

Mr. Bennerr. Certainly. And in effect it is a subsidy to the 
foreign air carrier which hauls the same type of mail over the same 
route for any amount which exceeds the compensatory rate which is 
fixed for the domestic international airlines. 

Do you not agree that that is a fact ? 

Mr. Marvin. No, sir; I do not. I share your concern about this 
thing, as to whether we are doing right by our fellows in the inter- 
national field who have to compete. There is a very sharp competi- 
tion with the British, Dutch, and so forth. 

Actually, there is no discrimination because the foreign govern- 
ments pay our lines exactly the same rate that we pay the ‘foreign 
governments. 

There is a catch in the Senate bill. Do you not see? Here is the 
thing. Whatarethere’ I believe there are fifty-some countries in the 


. 
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world. The Postmaster General could werk out arrangements with 
49 of them, to take the mail back and forth, and fix it at 80 or 90 cents 
a ton-mile, or whatever is the cost. I think that was the range which 
was used in the Senate committee report. They said that was reughly 
the cost, instead of $2.86. But then if just one country folds its arms 
und insists on $2.86 we are stuck. 

Mr. Bennerr. You know the answer to that. You are not stack, 
because the Postmaster General does not have to give that airline the 
marl to carry, unless it wants to carry it on the compensatory rate 
which he has fixed for that route and which he would pay to an 
American air carrier if they performed the same service. That is the 
answer to that. 

So it is all within the discretion of the Postmaster General under 
this language. If he wants to pay the foreign carriers more than 
the compensatory rate, then he is paying them a subsidy, and if he 
is going to do that then he ought to pay the American airlines giving 
the same service the same kind of a subsidy. If you are going to try 
to separate air-mail pay from subsidy I would like to know why it 
should not be separated for a carrier from a foreign country, as well as 
separating it for our own carriers. 

Mr. Beamer. Will the gentleman yield at that point ¢ 

Mr. Bennerr. Yes. 

Mr. Beamer. In that connection, 1 wonder whether we eannot con- 
sider subsidies are being given to the foreign airlines who are earry- 
ing mail in that some of them have been built up out of the ECA funds 
completely. 

Mr. Bennerr. I think that is true. 

Mr. Beamer. There are millions of dollars involved. Quite a large 
number of them have been built. Iam wondering if that could not be 
considered a subsidy, as well as these other subsidies which the present 
witness has been referring to. 

Mr. Bennerr. That is right. 

The Postmaster General is in favor of paying these foreign airlines 
that, and he is using this bugabeo as an excuse. Jt is not a problem, 
because anybody who takes mail from the United States to somewhere 
else can do so on one rate, and if they do not want to do it, then they 
do not have to carry it. That is the answer to the whole problem. 

Mr. Marvin. Might I make an observation for a second ¢ 

Mr. Bennerrt. All right. 

Mr. Marvin. As I understand you, you approve of the cost of ser- 
vices rendered as a proper standard for our international airlines, as 
well as our domestic. 

Mr. Bennerr. Yes. 

Mr. Marvin. But then you are concerned about the discrimination 
problem between the foreign flag and the United States international 
flag. There is a way in which that could be cured. 

This was printed but never proposed. It was an amendment to be 
proposed by Mr. Aiken for himself, Mr. Douglas, and Mr. Lehman to 
the bill S. 436. Their idea*was this: The amendment was in two parts; 
%—17—h1—(B) was the first part and 9—17—51—A was the second 
part, and they proposed to strike this section I have been talking 
about, page 8, lines 3-5 of S. 436, and substitute the cost of services 
rendered as the standard for mail pay to United States international 
lines. and then say in the second part of the amendment that you 
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should not pay foreign-flag carriers any more. In other words, the 
United States rate would be set at the cost of services rendered, and 
then foreigners would be brought down to that same rate. 

Mr. Bennetr. That is what this says, only it leaves it to the dis- 
cretion of the Postmaster General. 

Mr. Marvin. This has the opposite effect, Congressman. This will 
have us up to the foreign rate. 

Mr. Bennert. It puts us up to the foreign rate if the Postmaster 
General puts the foreign rate higher than our rate, but it does not 
a us up at all if he leaves the rate the same for everybody, and 
ie is not prevented from doing that by any language in this bill 
that I can see. 

Do you believe that one airline should be given a greater mail-pay 
rate for the same route? In other words, do you think for carrying 
the mail from here to Chicago that one carrier under any bill that 
we pass should be allowed, under the discretion of the CAB, a higher 
rate? Should it be discretionary for the CAB to give carrier A a 
higher rate from here to Chicago than carrier B, under any cir- 
cumstances ¢ 

Mr. Marvin. Congressman Bennett, you are asking some very 
searching questions here. I would say this: We have endorsed legis- 
lation under which the CAB and the Post Office Department could 
really do it either way. 

This was requested by the CAB, I believe. It says, on page 2, be- 
ginning line 21, H. R. 508 [reading] : 

To fix different rates for different air carriers or classes of air carriers, or dif- 
ferent classes of service, or on the basis of any other reasonable classification 
of carriers, services, routes, and route segments, or any combination thereof. 

In other words, if the Government deemed it wise, they could per- 
fectly well, under this bill, have all mail moving at the same rate be- 
tween any two points. 

Mr. Bennerr. Do you not think they ought to be required to do 
that? If you are going to take the subsidy off and make the cost 
of operation a factor, if carrier A can take the mail from here to 
Chicago at 45 cents per ton-mile, or whatever the figure is, and come 
out of it and have a rate regarded as fair and reasonable or cost-plus, 
whichever formula you use, then why should carrier B come in with 
some other formula; or, if he comes in with some other formula, why 
should he be permitted to carry the mail? 

Mr. Marvin. I think that is very reasonable. You heard us oppose 
vigorously that provision in the Senate bill under which the Post 
Office would be prevented from using the cheaper carrier; so that we 
are against that. So, this leaves it permissive as to which way they 
want to do it. 

Mr. Bennerr. But you do not want to go so far as to require that 
a rate for a given route be uniform once it is fixed for one carrier. 
so that the rate would be the same for any other carrier which wants 
to haul mail over the same route? 

Mr. Marvin. Personally, Congressman Bennett, I am slightly in- 
clined in that direction, and I think it sounds reasonable, particularly 
after what Congressman Hale developed the other day. I would like, 
if I could, just as I did with regard to your other question, to put 
it to the members of our group and hash it out and put in a more 
adequate reply. 
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Mr. Bennett. I have just one other question on another matter 
here. 

Do you have any idea of how much more it will cost the Government 
in subsidy if the proposal which you make is adopted; namely, that all 
carriers who have a certificate of convenience and necessity become 
eligible for subsidy? I ask you that because I assume that your prime 
interest here is twofold; first, to get compensation separate from 
“gravy” and then to get the “gravy” down to a minimum. 

Mr. Marvin. That is right. 

Mr. O'Hara. To get it distributed more. 

Mr. Marvin. Or at least to get it put to good use, to defense pur- 
poses. I think applying it more directly to defense purposes would 
help. We would get more for our money. 

I do not think you can estimate that. I think it would be much 
cheaper under this bill, H. R. 508, if it is passed that way, without the 
McCarran amendment on contracts, and the subsidies put on a year- 
to-year basis, decided by the Congress. I think they said the sub- 
sidies are now $80 million. If the appropriation bill comes up for 
the Civil Aeronautics Board subsidies to the airlines, $80 million, 
maybe Congress will approve $80 million: and maybe somebody will 
put through something to cut it in half: or maybe somebody will 
double it. 

Mr. Bennerr. That is so.. 

Mr. Maxvin. They will have to operate within what the Congress 
decides each year is proper as a sum to subsidize commercial airlines. 

Mr. Bennerr. But the more people you make eligible for subsidy, 
the chances are, the greater the cost is going to be: is that not true 4 

Mr. Marvin. Congressman Bennett, that I cannot agree with. One 


point was made on the floor of the Senate by Senator Aiken, who was 
himself a member of the Hoover Commission, and Senator Aiken said 
[reading | : 

You could have the same sum divided among a greater number of carriers. 


That is one answer. 

Mr. Bennevr. Is that your answer? Does it work out that way ¢ 

Mr. Marvin. My answer is this: I see no direction in here for the 
Board to give subsidies to anybody. I see this bill as setting very 
positive standards, rather than negative tests of need, for subsidies 
under which people come in and tell their story that “We need thus 
million dollars for thus-and-thus purpose.” 

Mr. Bennett. Yes, but you are advocating the broadening of the 
rules of eligibility to include a greater number of airlines than are now 
eligible for the subsidy. 

Mr. Marvin. Yes, sir. 

Mr. Brennetr. So, I had just assumed as a practical matter that it 
would result in a greater cost. Whether that is good or bad is another 
matter. But I would like to get your thinking on it clear. Will it cost 
more money, in your opinion, or not ? 

Mr. Marvin. No, sir; I think it will result in Jess money. 

Mr. Bennerr. Why? 

Mr. Marvin. Because it is taking out the automatic feature of subsi- 
dies which is in the present bill. That is very hard for some people 
in the CAB and the airlines to grasp. 

Mr. Bennett. I realize that, but we are going to take that out any- 
way, I assume. You are going to take out the standards of eligibility 
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for subsidy. If you take out those standards and leave the bill as it is, 
but leave the same number of airlines eligible, will it cost less or more 
if you bring in this new group! 

Mr. Marvin. I think it will wind up costing less. I say that because 
the Board is no longer permitted to obligate funds without getting 
prior authorization from Congress, and I think when it gets down 
to where the carreirs have to tell a story in positive terms to the Board, 
and then the Board has to come to the Congress and tell a pretty good 
story to get them money, that there will be economies made, because I 
think people will give the “hard eye” to costs on this thing. You know 
what I mean; unnecessary expenses, and so forth. ‘That is something 
that the Congress has not been able to do, because the appropriation 
power in effect has been in the hands of five men in the CAB up on the 
fifth floor of the Commerce Building, and it has been taken out of the 
hands of Congress. This restores the control of the purse strings to the 
Congress. 

I personally have confidence that the Congress will see that there 
is no waste, and that that will mean less subsidy for the taxpayers 
to pay. 

Mr. Bennerr. Under the Senate bill, on page 10, if you adopt that 
language, it authorizes subsidy for the purchase of new equipment, 
the introduction of new and improved types of commercial aircraft. 
I assume that means that a subsidy could_be granted for airline A to 
go out and purchase a fleet of modern and new up-to-date planes to 
experiment with. If that is the case, and you extend it that way to 
everybody who has a certificate of public convenience and necessity, 
what do you think is going to happen to the subsidy appropriation ? 

Mr. Marvin. Well, Congressman Bennett, if you recall, we are not 
endorsing in any way S. 436, which contains the unfortunate phrase 
to which you refer. We are endorsing H. R. 508, which has no such 
phrase in it. 

Mr. Bennerr. Would the bill 508 permit subsidy for new aircraft / 

Mr. Marvin. Well, I think there is pretty broad discretion in 
“payments for national-defense purposes.” I just don’t know. I 
suppose that it might be stretched to that, if the Board wanted to 
stretch it. We had principally thought of it in terms of defense fea- 
tures to be put into planes. It would be parallel to what the Navy De- 
partment certifies under the Merchant Marine Act of 1936 to the Mari- 
time Commission, you know, that there should be gun emplacements 
and extra speed and thicker plates and. what not on the vessels, and 
that is a worthy object of subsidy. In other words, subsidy to pay 
for defense features in a plane, but not subsidy to pay for the whole 
plane. 

Mr. Bennett. If Congress is going to turn over or appropriate 
money to make the civilian airlines useful in national defense, if that 
is to be the prime object, it seems to me that we are getting away off 
base by handing that job over to the Civil Aeronautics Board. It 
seems to me that that is something the military ought to have. If 
you are going to pay subsidies on that kind of basis, somebody who is 
planning our military preparedness program ought to have the say- 
so on that type of subsidy. 

Mr. Hesevron. Would you yield to me on that? I do not know 
whether you were here when I read a letter in the record, but it was a 
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letter from the Under Secretary of the Air Force who specifically re- 
commended this type of thing. 

Mr. Bennett. They feel it is essential in the national defense, but 
I did not understand the letter saying that they wanted to turn over 
the national defense to the Civil Aeronautics Administration. 

Mr. Hesevron. I assume that there must be some cooperation be- 
tween the Air Force and the Civil Aeronautics Board. 

Mr. Bennett. There is nothing in the bill on that. 

Mr. Marvin. The present Civil Aeronautics Act directs the Board 
to consider, among other things, the needs of the national defense, 
so. that it is supposed to be, under existing law, their jurisdiction to take 
care of the civil airlines and to take care of the defense angle of the 
civil airlines just as it is the present law that the Maritime Adminis- 
tration takes care of the defense angle on our oceangoing merchant 
marine. I think there is a good suggestion that was made, and 
you might wish to consider writing in here that the defense features 
that are to go into the plane should be certified by the Defense De- 
partment. That would parallel the Merchant Marine Act of 1936 if 
you wanted to be sure that the Defense Department got their oar 
In. 

Mr. Bennetr. That is all, Mr. Chairman. 

Mr. O'Hara. Well, Mr. Marvin, of course, it is conceded, is it not, 
by vou, that under the operations of our civil-aeronautics law there 
has been a tremendous development in the interest of national defense, 
in the development of commercial aviation, as has been evidenced in 
various ways during World War II in the Berlin airlift and other 
operations’ Is that true? 


Mr. Marvin. Oh, yes, sir. There is no doubt about it. The civil 
air-transport fleet is extremely useful to national defense and of 
growing importance and strength every day. 

Mr. O'Hara. As a matter of fact, it was that development that 
gave to our armed services their own cargo planes and other lines of 
development, and I am thinking “peer ad those used by the air- 


borne troops in World War IL and in the Korean war which is going 
on. Isthat not true / 

Mr. Marven. Yes; I think the civil airlines proved extremely useful. 
I would say this: That includes all civil airlines, both those who receive 
a subsidy and those who do not receive a subsidy, and the contribution 
of the nonsubsidized lines in both the Berlin and the Korean lifts has 
been very extensive; I think something like 40 percent or higher. 

Mr. O'Hara. Now, do you know or have you got the exact figures 
on it, so that we would know ¢ 

Mr. Marvin. There was testimony on that, sir; yes, on page 202 of 
this brief which I have submitted. ‘There was testimony by Mr. Ray- 
mond A. Norden, of the Seaboard & Western Airlines, that his com- 
pany, which was nonsubsidized, flew 40 percent of the cargo trips. 
That was on the North Atlantic in support of the military lift. 

Mr. O'Hara. That was 40 percent of that airline’s trips? 

Mr. Marvin. Oh, no; he is talking about the cargo trips of all com- 
mercial airlines that were providing logistic support across the North 
Atlantic tothe Berlin airlift. 

Mr. O'Hara. Have you had any personal experience in operating 
an airline? 
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Mr. Marvin. No, sir; I have not. My first connection with avia- 
tion was during the war, when I was for several years Chairman of 
the Interdepartmental Air Cargo Priorities Committee; and that 
covered the military and the naval and the commercial lines which 
operated under priority control; we handled the priorities for in- 
bound freight on all those military and commercial lines. 

Mr. O’Hara. Well, in other words, your committee determined 
what freight went out and what priority it had ? 

Mr. Marvin. That is correct, sir. 

Mr. O’Hara. You would concede not knowing too much about 
operating an airline from that operation. Would that be a fair 
statement? What I was getting at, if you did concede that, your 12 
or 13 lines which you wished to make eligible, the freight carriers or 
the cargo carriers, they travel when they have a load. Is that not 
true / 

Mr. Marvin. I think, sir, that some of those companies that were 
certificated were certificated in the summer of 1950, and they operate 
now on regular schedules; so that they do regular carrying. 

Mr. O'Hara. How many of them? 

Mr. Marvin. I guess all of those companies that are listed. This is 
a list [indicating] that was given me by the Civil Aeronautics Board. 
It is at the top of page 236 of this printed study. I think there are 
16 companies; and, as I recall their letter, they said that four of them 
had suspended. So, presumably, there are only 12 active companies. 

Mr. O’Hara. What page did you say that was on? 

Mr. Marvin. The top of page 236, sir. 

Mr. O'Hara. Well, do you recognize that there is considerable dif- 
ference operating on a schedule of once a day or twice a week, than 
it is where the airlines who carry mail must operate on the schedules 
which are set up and which the Postmaster has the power to designate 
as I understand as to scheduling, and that whether there are any pas- 
sengers or not under that schedule, there is air mail to go out and 
whether there is any mail that airline has to operate. 

Mr. Marvin. Congressman O’Hara, I believe it is a matter of 
record and it may be in this letter here from the Postmaster General, 
that they have the power as you correctly point out of scheduling 
or rearranging schedules, but they say that their problem is “to pre- 
vent the carriers from leaving the mail behind in favor of other forms 
of traftic.” That is an exact quotation from the Postmaster General’s 
letter of August 6, 1951, to the Senate Interstate Committee (Senate 
hearings, p. 716). In other words, as I understand it, the passenger 
lines, ae. 18 all of their schedules are drawn up, the flight departures 
and what not to accommodate the passenger service rather than the 
mail service. The Post Office says so specifically: “Schedules of the 
carriers receiving mail pay are definitely set up by the carriers for 
the convenience of passenger traffic and not primarily for the postal 
service. 

Mr. O’Hara. Now, you have dodged my question, but you know as 
a matter of fact that when an airline sets up a schedule and that 
schedule is filed or whatever the arrangement is, that that airline must 
operate on that schedule unless it is relieved from it by orders of 
the CAB;; is that not a fact? 

Mr. Marvin. I believe that is correct, sir. 
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Mr. O'Hara. Now, when they operate on a public basis of carrying 
passengers and air mail, that airline must operate whether there are 
any passengers or any air mail there to be carried; is that not a fact ‘ 

Mr. Marvin. I believe that is correct, sir; yes. 

Mr. O'Hara. Well, let me ask you this question, do you think that 
that is a more expensive operation than the nonscheduled operators 
who operate when and if they get a load? 

Mr. Marvin. Yes, I think it is, although I will also say that it is my 
understanding that a good number, and I don’t know which ones, 
but. a good number of the companies who are presently confined to 
:onscheduled operations due to the restrictions of the CAB, would 
give their eye teeth for permission to work on schedules, to do it 
regularly and provide the public with service that can be counted on. 

Mr. O'Hara. I appreciate that. Now, you were talking about this 
£80 million per year subsidy that had gotten that high, and that that 
was the amount which was paid out in subsidy. I don’t know whose 
figures those are. 

Mr. Marvin. That was Mr. Nyrop’s figure, sir. 

Mr. O'Hara. I wondered how they arrived at it until they do fig- 
ure out what the fair and reasonable compensation of these different 
operating airlines is. That brings me to this question: You heard 
the testimony of the Assistant Postmaster General and you were 
here all during the hearings, in which he stated there had been an 
increase in the mail carriage of about 98 percent, and in one decision 
some $371 million, I don’t know whether that was all in back pay or 
part of it was back pay or some of it was present pay, but it was paid 
in one Jump sum to the rails which I think went back over a period 
of 2 years, [ believe. That is a considerable sum, too, is it not ? 

Mr. Marvin. It is a very large sum, Congressman. 

Mr. O'Hara. Now, have you studied the ICC and postal regula- 
tions which have to do with the financing of carriage of mail by the 
railroads as to whether that is a broader base for fixing the compensa- 
tion as compared to a narrow base as under present law, or as is 
suggested either under 508 or under the Senate bill. 

Mr. Marvin. Well. Congressman O'Hara, I am just not much of an 
expert on railway mail. I have looked at the statute which is broader 
for railway-mail pay than this bill would be for air-mail pay, and it 
just says fair and reasonable. As I understand it, however, the Inter- 
state Commeree Commission, when I went over to talk to one of the 
Commissioners about it, he explained it to me and he said as a point 
of fact they argue it all out on a cost basis, so that it is just as much 
as if cost were written into the statute. It is back and forth between 
the railroads and the Post Office, as to what is the correct cost figure. 
In other words, cost is the principle, and so in that event there would 
be no difference between the rail and the air mail, under the proposed 
bill, 1. R. 508. 

Mr. O'Hara. Now, did you hear the testimony of the Assistant 
Postmaster General and also his attorney, Mr. Wiprud, who testified 
here? 

Mr. Marvin. Yes, sir. 

Mr. O’Hara. Did you hear them stated that the base of the mail 
pay for rails as fixed by the mail acts and the ICC and by the decision 
of the ICC is on a broader basis than the airlines are paid? 
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Mr. Marvin. Congressman, my recollection is almost the opposite, 
that they testified that on this latest case which you refer to, the whole 
thing was settled on a cost basis. 

Mr. O’Hara. Plus a reasonable return. 

Mr. Marvin. Yes, sir. 

Mr. O'Hara. And that is something that is not provided for in any 
of these bills; is that true? 

Mr. Marvin. Oh, no; it is right in here. 

Mr, O’Hara. Where is there anything about a reasonable return? 

Mr. Marvin. On page 3 of H. R. 508, lines 9 and 10, “the reasonable 
and necessary cost to the air carrier, under honest, economical, and 
efficient management, of the mail transportation services rendered or 
to be rendered, including a fair return,” and that is right in the bill. 

Mr. O’Hara. That isn’t in 436, the one passed by the Senate, is it / 

Mr. Marvin. I believe it is, sir. Just let me verify that. Yes, sir; 
itis. It is on page 4, line 10, “including a fair return on that portion 
of the total investment which is used and useful in such mail service.” 
And I think that thev mean just about the same thing as “including 
a fair return” in H. R. 508. Of course, the difference is that in the 
Senate bill the cost standard applies only to the domestic airlines and 
not to the international lines. 

Mr. O'Hara. Well, you would concede, would you not, that in the 
Congress fixing a formula for the carriage of mail by the airlines, the 
standards should be fair. Is that not true, as to fair and reasonable ¢ 

Mr. Marvin. Congressman, that is also here—— 

Mr. O'Hara. Well, 1 am just asking you. Iam not asking you what 
is in the bill, Iam asking you what is your opinion. 

Mr. Marvin. I think that there is no doubt about it, and I think 
nobody intends that anything other than what is right, what is fair, 
what is just, should be paid for carriage of mail and nobody wants to 
gyp anybody here. 

Mr. O'Hary. Mr. Marvin, would you concede that the broad formula 
base should be the same for the carriage of mail by air, as it is by 
rail? I realize there are different factors naturally to be considered, 
but the formula is important to me. Now, do you concede or do you 
know of any reason why the carriage of the mail by air, the formula, 
which you are attempting to set up in this legislation, it should be on 
the same compensatory basis as the carriage of mail by rail? 

Mr. Marvin. Well, Congressman, what I was trying to point out is 
that under H. R. 508 airmail rates would be set on exactly the same 
basis. 

Mr. O'Hara. I do not mean that the language should be the same 
as the ICC operates under, the law that they operate under. I do not 
think it is, and there is no use of our arguing about it. I think that is 
my view. 

Mr. Hesetron. Are you going to suggest that there should be in- 
cluded a fair and reasonable rate? That you would endorse some- 
thing of that sort ¢ 

Mr. O'Hara. That is not the language that applies to the carriage 
of mail by rail. 

Mr. Hesetron. What is that ? 

Mr. O'Hara. We have had it here. I haven't it before me now. 

Mr. Bennerr. Mr. Marvin, do you think that the railroads would 
be having any different mail pay if the formula instead of being fair 
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and reasonable was based on the formula of cost plus a reasonable 
return or fair return ? 

Mr. Marvin. As I understand it, that would work out just ‘about the 
way it is working now, that that is the way the Commission has chosen, 
The Interstate Commerce Commission has chosen to interpret the lan- 
guage of fair and reasonable or just and reasonable, whatever it is, 
as meaning the cost of mail services rendered, plus a fair return. 

Mr. Bennerr. There is not much difference whether you say rates 
shal] be fair and reasonable, or whether you say it shall be the carriers’ 
cost plus a fair return on his investment, is there / 

Mr. Marvin. Well, L think that there is a distinct difference, as I 
tried to point out. ‘There is this very valid difference, that you have 
no provision for subsidies to the railroads, and in fact it is true the 
shoe is somewhat on the other foot here. If I might just read two 
sentences from the conimittee report here, this is the majority report, 
Congressman, House Report 3041 of the Eighty-first Congress, favor- 
ably reporting Mr. Heselton’s bill. It says: 

No other existing public utility legislation has come to the attention of this 
committee which lumps a compensatory rate and subsidy in a manner similar to 
the way it is done in the Civil Aeronautics Act. Prior to 1936 steamship lines— 
and so forth. 

Mr. Bennerr. That is talking about the law as it is now, is it not? 

Mr. Marvin. I beg your pardon ? 

Mr. Bennerr. That is a statement based on the law as it is now. 

Mr. Marvin. Yes, and the next two sentences, if I might read them, 
relate to steamship and rail : 

Prior to 1936 steamship lines were subsidized through the mechanism of mail 
payments, but this system was replaced by the direct operating and construction 
subsidies provided by the Merchant Marine Act of 1936. The Interstate Com- 
merce Commission fixes only the fair compensation for the services rendered by 
the railroads in carrying the mail, which compensation is paid by the Post Office 
Department. There is no provision in the statute under which the ICC operates 
for compensation for the development of a sound national surface transportation 
system. 

In other words, they have no authority to grant subsidies in the ICC. 

Mr. Bennerr. Of course, but what has that to do with the fixing of 
mail rates unless you assume that the members of the Commission, the 
Civil Aeronautics Board, are dishonest and will slant their rates under 
a congressional directive on a basis other than it is intended that they 
should, or the language intend they should slant it. Did you hear 
the railroad representatives say that they thought that the language 
in the Senate bill was less restrictive than the language in the Railway 
Mail Pay Act? 

Mr. Marvry. I did hear that. 

Mr. Bennerr. And he was fearful that because he was interested 
in the railroads, he was fearful if the language in the Senate bill was 
adopted the air carriers would get a more liberal rate than would be 
the case or was the case under the Railway Mail Pay <Act for the 
railroads. 

Mr. Marvin. I cannot in any way speak for the railroads, Con- 
gressman Bennett. 

Mr. Bennett. I should clarify my statement. It was not the rep- 
resentative of a railroad; it was Mr. Drysdale who represented the 
stockholders of a railroad; I can’t see much difference in that myself, 
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in the interest, but I am wondering if that is not tweedledee and 
tweedledum, this language, and what difference it would make or 
whether ‘it would not be in the interest of harmony in the rate-fixing 
business if it would not be better to have this thing uniform and put 
the same standard and the same rule in this act that you have in the 
Railway Mail Pay Act, or else amend the Railway Mail Pay Act anc 
pas the language in that that is being proposed here by the Senat: 
vill. 
Mr. Marvin. I think that you have got a difficult problem here. 
Congressman. I share your concern that the thing must be done fair], 
and nobody should be gypped in the process. The House report here. 
of this committee, says“* * * the alternative to fixing rates on the 
basis of cost is to fix them on the basis of the value of the service,” anc 
then it went on at some length, which I won't bore you with, to point 
eut why the “value of service” was an unsound principle. One of the 
reasons was that in this instance there is only one purchaser of the 
commodity, which is the Post Office Department, and what the traffi 
will bear up, which is what “value of service” boils down to, real!) 
means: until the taxpayer goes broke. I think another point—— 

Mr. Bennerr. The Postmaster is the only customer of the railroads, 
too; is he not? 

Mr. Marvin. Yes, sir; that is true. I think that you have this dis- 
tinction, though, that the Interstate Commerce Commission having no 
subsidies to give out, is only concerned with the problem of getting at 
the cost of mail, and as Mr. Wiprud pointed cut the caves are all ar 
gued on a cost basis and in fact he said that the rail companies con 
plained that they are getting less than the cost, and so there is no 
temptation for them to unload or there is less temptation for them 
to unload on the Post Office other write-ins. Now, with the Civil 
Aeronautics Board they are to have under this bill and in fact all of 
the separation bills—the Civil Aeronautics Board will have two bank 
accounts; one there of their own, and one for which they will have to 
come up here and tell a pretty good story to you Members of Congres- 
about, and the other is authority to write checks on the Post Office De 
partment, and our contention has been that it is human nature to take 
the easier course, which is to put as much as possible over here ani 
sign the Post Office to the checks, and that is a very painless method of 
doing it. 

Mr. Bennett. Do you think that that would be the case if you took 
the rate-making authority away from the Civil Aeronautics and gave 
it to some other agency like the ICC? Why do you not advocate that. 
if you are so fearful of what the CAB will do under the same formula / 

Mr. Marvin. Well, that is going a little further than we had con 
templated. I think if a proper standard is set up here, meaning the 
costs of services rendered, and T was pleased to see that the Civil Aero 
nautics Board did testify that was the proper standard, and if it is 
backed up by cost allocation, then I think it is going to work fine. 

Mr. Bennerr. But it seems to me that your argument applies regard 
less of the formula. If the Civil Aeronautics Board wants to slant 
their rates to that they will have to pay less subsidy, couldn’t they do 
the same thing if you wrote into this legislation the railway pay 
standard? In other words, if you told the CAB, “You fix mail rates 
that are fair and reasonable,” and also let them fix the subsidy rates. 
couldn’t they do the same thing that you are talking about? ~ 
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Mr. Marvry. Well, I think that they could. 

Mr. Bennett. In other words, the argument that you are making 
is not an argument in support of the formula but an argument as to 
the separation of the functions of the Board in performing these two 
duties. 

Mr. O'Hara. Mr. Marvin, as I understood from your testimony 
you are not representing Georgetown University here, and you are not 
representing the Citizens Committee for the Hoover Report, or the 
American Veterans Committee, is that correct ? 

Mr. Marvin. Those statements are all correct, ves. 

Mr. O’Hara. In other words, you are representing yourself, is that 
your view ¢ 

Mr. Marvin. As I said on page 1 of my statement here-—— 

Mr. O'Hara. This is the voluntary group that you are associated 
with. 

Mr. Marvin. Yes, sir; we were all members of the task force, and 
we now style ourselves Citizens Committee for Subsidy Separation 
for want of a better name. 

Mr. O'Hara. Now, do you think there is anybody in the Congress 
that you know of that is against separation of subsidy in air mail 
pay? Do you know of anybody? And I am not asking who they are, 
but you know the viewpoints that were expressed by this committee 
in 1950, do you not, that they were completely and unanimously for 
it? Is that your understanding? 

Mr. Marvin. No, sir; it is not my understanding, as I understood 
it was reported out by a vote of 15 to 2. 

Mr. O'Hara. The committee was unanimous in its viewpoint when 
that matter was discussed, and there was no disagreement on separa- 
tion of air-mail pay from subsidy, and are you willing to take my word 
for that? 

Mr. Marvin. Yes, sir. 

Mr. O'Hara. All right. During the time did you cause some tele- 
grams to be sent during the debate on 9184, which was the name of Dr. 
Johnson, who was supposed to come from Dr. Johnson ¢ 

Mr. Marvin. Yes, sir; that is correct. 

Mr. O’Hara. Had you any authority from Dr. Johnson or the 
Citizens Committee for the Hoover Report to send out those tele- 
grams? ; 

Mr. Marvin. Well, if you are talking about the telegrams I think 
which were sent on the 11th of December, which was the one that I re- 
ferred to this morning, in support of the cost allocations, that was sent 
out of the New York office after extensive telephone conversations be- 
tween all of the members of the task force and Mr. Coats, and Mr. 
McCormack of the Hoover committee. This particular telegram that 
was read to me over the phone, was taken down over the phone, was 
signed by Dr. Johnson as with all telegrams sent. It was not filed 
by me and I don’t know who it was filed by up there. 

Mr. O'Hara. Well, was that one of the differences that arose bet ween 
you and the Citizens Committee for the Hoover Report? Was it the 
sending of telegrams which Dr. Johnson had not authorized ? 

Mr. Marvin. Well, sir, from there on Mr. McCormick wanted to be 
the spokesman, to handle all representation of the Citizens Committee 
for the Hoover Report, and from that moment on we did not represent 
the Citizens Committee for the Hoover Report. 
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Mr. O’Hara. Did you personally send out any telegrams, theo- 
retically or supposedly coming from Dr. Johnson and the Citizens 
Committee for the Hoover Report, as the chairman of that committee, 
which were not authorized by Dr. Johnson? 

Mr. Marvin. Not to my knowledge, sir. We were authorized to do 
whatever we could on behalf of this bill which was H. R. 9184, and we 
were asked to do it on behalf of the bill as reported without amend- 
ments. I sent a multilith letter, which I have, quoting the Hoover 
Commission report to Members of Congress, and I appeared here 
at the hearings twice, and I think there were the other communications, 
letters or otherwise, and I think I nearly always signed my own name 
and I think certain things were signed by Dr. Johnson. In that case 
they were authorized by Dr. Johnson, or his people. 

Mr. O'Hara. My question was directed as to whether you sent tele- 
grams to which Dr. Johnson’s name was aflixed, Mr. Marvin, and 
without his authority, or without his approval? 

Mr. Marvin. No, sir, not without his authority. We were asked to 
handle it for him up until the 11th or 12th of December. After the 
bill had passed the House, that was. 

Mr. O'Hara. Well, you were interested in this legislation both 9184 
and you constantly had been working in behalf of the bill 508 since 
that time, since 1950, is that correct ? 

Mr. Marvin. Yes, sir. 

Mr. O'Hara. That is all, Mr. Chairman. 

Mr. Becoxworrn. Are there any other questions? Mr. O’Hara, what 
was the name of that man that you mentioned ¢ 

Mr. O’Hara. Mr. Chairman, Mr. Wiprud phoned my office, L pre- 
sume because he wasn’t able to get hold of the chairman, and said 
that he understood that the hearings—and I am reading from the note 
my secretary got—“would be completed this afternoon,” and that he 
further understood that a memorandum was to be put in in reply to 
this testimony, that the Post Office Department would like an oppor- 
tunity to reply to the memorandum and he asked that the hearing be 
kept open so that he might have that opportunity. 

Now, it was my understanding that if possible he was going to 
attempt to attend the hearing this afternoon. 

Mr. Becxworru., If it is satisfactory, this would probably be the 
best procedure: if he insists on being heard and feels he should be 
heard in order to make the position of the Post Office Department 
completely clear, he may have that privilege. Otherwise, if that can 
be taken care of by his furnishing for the committee information which 
will be made a part of the record, we will do that. 

Mr. O'Hara. | assume that one or the other will be satisfactory. 

Mr. Beckwortu. Without authority his memorandum will be made 
a part of the record at this point. . 

(The memorandum referred to was not received. ) 

Mr. Heseuron. I looked over the testimony today, and I noted that 
I asked Mr. Redding if they would furnish certain information, which 
they said they were working on, I think in one or two other instances 
in the record there was to be furnished material that he considered 
useful that is coming in. So I would assume you would be willing to 
let the record stay open until we have a chance to check through. 

Mr. Beckworru. There is no disposition to prevent any pertinent 
information being put in the record up to a reasonable time. 
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The committee is adjourned subject to the call of the Chair, and I 
understand that there may be some arrangements which have been 
made with the real chairman rather than with the acting chairman, 
and I am not in a position to rule on that. 

Mr. Marvin. Mr. Chairman, excuse me. As part of the statement 
which I did not complete, but which will be in the record, I ask per- 
mission to insert certain material in the record if it is satisfactory. 
There are three letters from the Postmaster General and there are 
some editorials which pertain to this. 

Mr. Becxwortu. Without objection that may be done. 

(The material referred to is as follows :) 


OFFICE OF THE POSTMASTER GENERAL, 
Washington, D. C., August 22, 1951. 
Hon. JoHN F, KENNEDY, 
House of Representatives. 

Dear CONGRESSMAN KENNEDY: Reference is made to your letter dated August 
14, 1951, in which you requested certain information with regard to S. 436 as 
reported to the Senate on August 9, 1951, Senate Report No. 629. You inquire 
specifically as to the effect of the provision that the mail rate determined by 
the Postmaster General for the foreign air transportation of mail by United 
States certificated air carriers (after July 1, 1953) “shall not be less than any 
rates paid by the United States to foreign air carriers for similar service’ (sec. 
406 (d) of the bill). 

Payments to foreign air carriers for the transportation of United States mail 
are generally made by the United States in accordance with the rates quoted by 
the foreign postal administrations. These rates are not under the control of the 
Postmaster General of the United States. For example, if Air France were to 
carry United States mail, our payments are made at the rates quoted by the 
French Postal Administration. The maximum rate which any postal administra- 
tion may quote to another is fixed by the air-mail agreement which is one of the 
agreements prepared by the Universal Postal Union Congress and adhered to by 
most of the countries ef the union. 

Since this agreement fixes the maximum only, each siznatory country is free 
to fix its rates at any lower level. At the present time, the rates quoted by 
the various countries for use of their air carriers by other countries are, with 
but few exceptions, at a uniform level. If, however, the United States were to 
reduce the rates which it charges other countries for using United States air 
carriers, there still would be no obligation upon the other countries to lower 
the rates which they would charge us for using their air carriers. 

Under the provision of S. 436, in fixing the service rate for the United States 
international air carriers the Postmaster General would not be permitted to 
fix any rate which is lower than the payments the United States must make to 
foreign air carriers for similar service under rates fixed by the foreign postal 
administration. In the final analysis, therefore, the rate which the Post Office 
Department would fix for United States air carriers would be dependent in large 
part upon the rates which foreign postal administrations would charge us for 
utilizing their air carriers in similar services. Thus the Postmaster General 
would not actually determine the rates for transporting United States mails by 
United States international carriers, but foreign postal administrations would 
indirectly do so. 

To further complicate the determination of rates under this section will be 
the controversies likely to arise in attempting to define “similar services” and 
to classify the great variety of services performed by all foreign air carriers as 
well as the United States international air carriers. 

It is also not clear in this section of the bill as to the intent of the provision 
that the Postmaster General shall not delay or withhold mail from a carrier be- 
cause the rate for the transportation of mail payable to such carrier may be 
higher than the rate payable to a competing air carrier or a carrier engaged 
in the transportation of mail in interstate and overseas air transportation. If 
the use of the term “a carrier” is meant to include both United States and 
foreign air carriers, then it would appear that we could not withold mail from 
a foreign carrier merely because its rate was higher than the rate which we 
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fixed for the United States carrier. On the other hand, however, since the rate 
which we must pay United States carriers must be at least equal to the rate 
which we must pay foreign air carriers for similar services, there could be no 
different rates at least insofar as there are competing or similar services by 
foreign air carriers utilized by the United States for transporting United States 
mail . 

The proposed section 406 (d) also provides that “The Board shall, at the re- 
quest of the Postmaster General, advise him as to the cost to any air carrier of 
furnishing foreign air transportation on such a basis as he shall prescribe.” If 
the Postmaster General were to use costs in fixing the rates for United States 
carriers in foreign air transportation of mail, he could do so only if such costs 
would result in a rate which is not lower than the rate charged the United States 
by any other foreign country whose similar services the United States utilized. 

I have heretofore opposed the use of Universal Postal Union rates as a basis 
for fixing the nonsubsidy rates of United States air carriers in foreign air trans- 
portation, since charges made between postal administrations for utilizing 
foreign air carriers have not been based upon normal rate-making principles. 
The UPU rates are negotiated rates and not cost rates. My objections to this 
principle are contained in a letter of January 2, 1951, to Senator Johnson. A 
copy of this letter is attached, It should be noted that the Universal Postal 
Union rates have always been considered as rates for transit or forwarding 
services, that is service performed by one country for another. <A careful dis- 
tinction has always been maintained among the member countries for the Uni- 
versal Postal Union between the rates a country pays its own air carriers for 
the transportation of its own mails and the rates which it charges other ad- 
ministrations for transporting their mail. To endeavor to mix these two types 
of rates would result in a distortion of the service rate for international 
carriers. 

As to providing the Postmaster General with the authority for determining 
the rates to be paid United States carriers for transporting United States mail 
in foreign air transportation, I have indicated heretofore that such a rate-mak- 
ing function should rest with the Civil Aeronautics Board. If international 
mail rates were to be determined by the Postmaster General, it would become 
necessary to establish within the Department rate and cost analysis facilities 
and functions which already exist, and which will continue to exist, in the Civil 
Aeronautics Board under S. 486, if enacted. 

If you have any further questions on this subject or on this bill, I shall be 
happy to furnish any information at my disposal. 

Sincerely yours, 
J. M. Donatpson, Postmaster General. 


OFFICE OF THE POSTMASTER GENERAL, 
Washington, D. C., January 2, 1951. 
Hon. Epwin ©, JOHNSON, 
Chairman, Committee on Interstate and Forcign Commerce, 
United States Senate. 

Dear Mr. CHAIRMAN: You requested, on October 24, 1950, that I comment 
on a plan drafted by members of your committee to provide for the separation 
of subsidy and mail service payments to United States Flag International Air- 
lines. The plan proposes that the Universal Postal Union rates be used as the 
yardstick for service payments. It further provides that subsidy payments be 
determined in advance and represent the additional final assistance required 
for economical operations, primarily to offset higher operating costs of American 
airlines, 

Your committee has been studying the entire problem of mail payments to air- 
lines in order to arrive at a separation of actual mail carrying costs and actual 
subsidy payments. The term “service payment” has been regarded as meaning 
“actual cost plus a reasonable profit.” I do not believe that the plan which 
your staff proposed would accomplish this entirely. 

The Universal Postal Union Convention fixes a maximum rate to be paid by one 
country for the use of air services operated by a flag carrier of another country. 
Different maximums are fixed for different types of service and different cate 
gories of mail. The maximum rates fixed by the convention are arbitrary, be- 
ing the result of negotiations among countries. Thus they are not based en- 
tirely upon costs to the carriers of providing the service. Therefore, payments 
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to the United States foreign air carriers for the transportation of United States 
mail under rates fixed by the Universal Postal Union Convention might be more 
or less than a fair and reasonable rate determined on the basis of costs of per- 
forming the service. To use this arbitrarily fixed figure as the rate to be paid 
to United States-flag carriers might allow an element of subsidy to enter into pay- 
ment for this single type of service and, therefore, defeat the objective of separa- 
tion of service and subsidy payments. 

In the paragraph beginning at the bottom of page 1 of the committee’s sub- 
sidy segregation plan, it is stated that under the Merchat Marine Act of 1936 
the Post Office is no longer required to pay more than a service rate fixed by in- 
ternational convention for carriage of United States international mails by 
steamship. Actually, what we are authorized by law (39 U. 8. C. 654a) to pay 
cur steamship companies has no relation to the Universal Postal Union rate. 
The controlling law merely fixes a maximum which we may pay our carriers, 
and in the case of a foreign vessel, compensation cannot be in excess of the 
sea transit rates prescribed by the Universal Postal Union Convention. 

Adopting the arbitrary rates fixed by the Universal Postal Union Convention 
would permit foreign countries to participate in establishing the “cost” rates to 
be paid to our foreign air carriers. I must also emphasize the fact that the 
Universal Postal Union rates are maximum rates. Agreements.can be and are 
made between postal administrations and carriers for the transportation of 
the mails at less than Universal Postal Union maximum rates. 

The Air Coordinating Committee has made a careful study of the Universal 
Postal Union maximum mail rates. The committee recognizes that these rates 
were originally arrived at on the basis of negotiations among countries, rather 
than on actual costs. Thus the average yield from current Universal Postal 
Union maximum letter rates seems to be in excess of yields which would result 
if rates were based on allocated costs plus profit. However, the Universal 
Postal Union has reduced maximum charges for “other articles” and news- 
papers. The maximum charges for other articles (including parcel post) of 
73 cents a ton-mile and for newspapers in bulk of 43 cents a ton-mile, appear to 
be consistently below rates based on allocated costs. 

The Air Coordinating Committee also states that there is no international 
rate-making body responsible for establishing mail rates on the basis of recog- 
nized rate-making principles. It is yirtually impossible at present to obtain 
sufficiently reliable, sufficiently detailed, or sufficiently current costs to permit 
establishment of international rates based strictly upon cost considerations. 
Consequently, precise charges cannot be established frequently to meet current 
changing conditions. 

The principles underlying Universal Postal Union mail rates, namely negotia- 
tions, are distinct from the United States problem of separating subsidy and 
service elements in United States mail compensation on a true cost basis. 

If the Universal Postal Union rates were designated as “cost” rates, this 
fact could not alter their basic nature as negotiated rates. Discussions at 
recent meetings of the Universal Postal Union’s Executive and Liaison Com- 
mittee indicate a desire on the part of many foreign administrations to decrease 
the existing rate level, especially for letter mail. These reductions would again 
be the result of negotiations rather than cost studies. If such reducation 
occurred, they would arbitrarily alter the proposed “cost” mail rate. 

If the problem of separating subsidy and mail service elements in present 
mail payments to our carriers is to be carried out in a complete manner, I 
believe that the Civil Aeronautics Board should approach this problem in 
exactly the same manner as the domestic subsidy problem, by means of a 
complete cost study and cost allocation. Financial problems of domestic and 
foreign carriers are similar. 

Comment on the second proposal, that subsidy payments be determined in 
advance, lies within the jurisdiction of the Civil Aeronautics Board. However, 
I believe that such action might limit the value of subsidies. Airline costs are 
still subject to considerable fluctuation. To meet this situation, subsidy pay- 
ments might be determined in advance on a tentative basis, but they should 
be subject to review so as to cover unforeseen conditions. The Bureau of the 
Budget has advised that there would be no objection to the submission of this 
report to the committee. 

Sincerely yours, 
J. M. Donatpson, Postmaster General. 
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OFFICE OF THE POSTMASTER GENERAL, 
Washington, D. C., August 6, 1951. 
Hon. Epwin C. JOHNSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. CuHarrMan: Your letter of July 27 has been received with reference 
to a number of additional questions that have arisen during the course of the 
hearings on the several bills to separate air-mail pay from subsidy, and ask- 
ing to be furnished with complete information relative thereto for the record. 
In this reply our comments will relate to the numbered paragraphs of your 
letter: 

1. The block system of establishing air-mai! rate structure as proposed by 
Mr, Carmichael of Capital Airlines contemplates a single compensatory rate for 
all certificated air-mail carriers predicated on a ton-mile basis with variables 
or breaks for distance and weight. Such a system in our opinion would mate- 
rially increase the paper work on the part of the Department and would require 
the carriers to substantiate their monthly pay affidavits by a detailed submis- 
sion of statistical data that would be burdensome. Such a system for determin- 
ing mail pay would not meet the problem that Mr. Carmichael is apprehensive 
about in his sfatements before your committee. A trunk-line carrier, for in- 
stance, operating out of Washington and Chicago would, under this proposed 
system, transport the mail at a much lower rate if given the mail at Washington 
than would be the case if Capital carried it and delivered the mail to one of the 
Big Four carriers in Chicago. In our opinion this proposed system does not 
present a desirable and workable rate structure. 

2. As to the suggestion submitted by Congressman Hinshaw whereby there 
would be two groups of airlines insofar as the rates are concerned does not, 
of course, provide what can be properly termed compensatory rates. The first 
group would be paid 25 cents per pound, or $25 per 100 pounds; the carriers in 
the second group would be paid 50 cents per pound, or $50 per 100 pounds; and, in 
both cases, it would be regardless of distance and there would be a 25-pound mini- 
mum that would pay $25 regardless of distance carried, Assuming, for example, 
that a carrier in the second group transported from 26 to 49 pounds at 50 cents per 
pound, he would actually be paid less than the 25-pound minimum. Aside from 
the additional bookkeeping that this system would impose upon the ¢arriers, 
especially the smaller carriers with frequent stops, it would penalize a carrier 
who, because of bad weather, could not stop at an intermediate point, and al- 
though he would be flying his prescribed mileage upon which he may now be paid, 
he would not receivé the pay unless he made the stop, 

During the bad-weather months stops are frequently passed up. It would also 
tend to eliminate the skip-stop exemptions which some of the feeder carriers have 
found to be beneficial. A further example may be cited: on one trip over a 
certain feeder route during the entire month of May 1951, a total of 311 stops 
were involved; at only 32 stops was the mail in excess of 29 pounds (only 12 
of these stops exceeded 49 pounds), and at 134 of the 311 stops no mail was put 
on the plane. It is quite evident that at least in the second grouping there is an 
element of subsidy in the mail rate. It is not believed that this proposed system 
would present a desirable and workable rate structure. 

3. You ask if air mail is really given a priority at the present time over other 
forms of traffic and if so, whether this priority has been exercised frequently and 
been costly to the carriers. Our regulations are designed to prevent the carriers 
from leaving the mail behind in favor of other forms of traffic, but in reality this 
so-called priority exists in theory only. It does not come into play on the feeder 
routes, on practically none of the regional carrier routes, and only occasionally 
on the others. The mail volume accounts for only a minor part of the total 
traffic volume. In 1949 mail volume amounted to 3.71 percent of revenue tons 
enplaned, and 3.60 percent of revenue ton-miles in regular combination service. 
United Air Lines, for example, had over 59 million available ton-miles of cargo 
capacity in a year when it carried actually only 9.2 million ton-miles of mail. 
In the Big Four case, TWA contended that they block seats to carry mail and 
inferring that they have lost passenger revenue thereby. This company’s rules 
forbid the use of the main cabin of their Constellations for handling any type of 
cargo, hence, in these instances TWA places the mail in the forward passenger 
compartment which has eight seats. Our records show that in the main when 
this occurs that there are vacant seats in the main cabin. The facts are that 
there is little or no displaced and lost traffic because of mail priority. 
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4. Schedules of the carriers receiving mail pay are definitely set up by the 
carriers for the convenience of passenger traffic and not primarily for the 
pestal service. Furthermore, there are no scheduled flights being operated that 
were established solely for the postal service. It is obvious that where approxi- 
mately 85 percent of the total revenue of the Big Four carriers stems from passen- 
ger traffic that it is this class of traffic which Cetermines schedules. On the 
other hand, no postal official is consulted as to the type or speed of equipment for 
any particular flight and neither is the Department consulted in most cases as to 
what or how many stops are to be made on a particular scheduled flight. The 
Department accepts what schedules are offered and tries to fit the mail service 
into the pattern which the carriers themselves have prescribed. At times the 
carriers’ disregard for the mail service has such an adverse effect on mail schedul- 
ing that their attention must be called to the poor service resulting from the 
changes. This:action by the Department, however, is taken for the purpose of 
maintaining the record and generally results in no improvement. 

5. A study of the actual service performed for express will show that it is at 
least as costly, and in the case of freight more costly, than that performed for 
mail. In the case of mail, the air carriers receive their shipments from the 
shipper at the airport and merely load them, transport the same to destina- 
tion, and there unload it. This is not so as to freight or express where pick- 
up and city delivery is a part of their haul. Mail will run consistently more 
uniform than either express or freight. As to rates for small volume and short 
haul, also as to large volume and long haul the Department feels that any 
determination of the mail rate must take into consideration the comparisons with 
other air services, 

6. Statistics as to the volume and percentage of air mail that is transported 
by other means than aircraft are not available but from our experience it is 
believed to be small. Surface transportation for this mail is only used when 
it would be beneficial to the mail and that is what the patrons are expecting. 
Between Washington and New York certain air mail posted in the evening is given 
rail transportation to New York as a means of expediting it and insuring early 
morning deliveries. This is so when you consider that both of these post offices 
are located adjacent to the railroad stations, the distance between cities is 
relatively short, and the mail is worked en route. 


Sincerely yours, 
J. M. DONALDSON, Postmaster General. 


{From the New York State Taxpayer, April 1952) 
Arr MAIL SUBSIDIES 


Taxpayers will be astonished to learn that in the brief period since the end 
of World War II more than one-half billion dollars has been paid out by the 
Federal Government to certain commercial airlines under the misleading label of 
mail pay.” 

No one knows how much of this large sum of taxpayers’ money is compensa- 
tion for mail service actually rendered and how much is hidden subsidy to the 
airlines. The most conservative estimate is that at least half is subsidy, that 
the Post Office, under orders from the Civil Aeronautics Board, is forced to 
pay the airlines about $1 for about 50 cents’ worth of service. This means 
that at least one-quarter of a billion dollars of public funds has been given out 
in the form of hidden subsidies to commercial airlines, without public knowledge 
and without public consent, in the postwar period. 

These are not loans: they are subsidies, with no provision for repayment. 

The bipartisan Hoover Commission recommended unanimously that these 
airline subsidies should be paid by “open appropriations from tax funds and not 
imposed upon the Post Office or the mail users in this hidden manner. By such a 
course the President, the Congress, and the public may know what the amounts 
of the subsidies are.” 

The lowest mail pay to any domestic airline is double what they charge for 
express and freight and one-third higher than what the Civil Aeronautics Board 
says is the cost of the service. 

The House Committee on Interstate and Foreign Commerce is holding hearings 
on the Kennedy-Hesselton bill relating to air-mail subsidy separation (H. R. 
508). This bill would protect the public and the Post Office from having to pay 
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the airlines more than compensation for the cost of carrying mail. Anything 
above this compensation would be direct subsidies labeled as such, and charged 
to the Civil Aeronautics Board instead of being hidden in the Post Office 
appropriation. 

The present system is unfair to the 91 million taxpayers who are called on 
to pay taxes but are deprived of an accounting of these hidden subsidies. 

If we must pay subsidies to airlines, let’s pay them in a direct and open 
manner, Let’s eliminate the false labels. 





[From the Evening Sun, Baltimore, Tuesday, April 22, 1952 
Am Marin, Costs ANp SUBSIDIES 


Last year, according to the Civil Aeronautics Board, commercial airlines 
received about $117,000,000 for carrying domestic and foreign air mail. Of 
this vast sum only about $37,000,000 was required to cover actual transportation 
costs. The remaining $80,000,000 (65 cents of every dollar) was outright 
subsidy. In other words, the deficit-ridden post office (and the taxpayers) 
were being charged $1 for 35 cents’ worth of air-mail service. 

The airlines have a well-established claim to public support insofar as they 
serve the national interest. But support should be given with open eyes. To 
this end a clear separation between mail pay and subsidy is desirable. The 
post office should be relieved of the subsidy burden, as recommended by the 
Hoover Commission. In general, said the Hoover Report, “losses and subsidies 
should be made clear each fiscal year and passed upon by Congress.” 

The House Interstate Commerce Committee is now reconsidering subsidy 
separation. The committee has a choice between a strong separation measure, 
the Kennedy-Heselton bill, which won committee approval in 1950 only to 
lapse with the Eighty-first Congress, and a weak amended bill, passed by the 
Senate last September. Among many defects in the latter is a provision tying 
international mail rates to the Universal Postal Union ceiling of $2.86 a ton- 
mile, three time the luxury passenger rate and seven times that for air freight. 

The original committee-approved version of the Kennedy-Heselton bill would 
base mail rates on actual transportation costs, placing susidy determination 
where it belongs, with the Civil Aeronautics Board. The only significant oppo- 
sition to the bill has come from subsidized mail-carrying airlines who are 
apparently so eager to keep the public in the dark on costs and subsidies that 
they have wangled a special pleader into supposedly closed executive sessions 
of the committee. By now committee members should be sufficiently familiar 
with the weight of evidence for separation to be skeptical of the airline position. 
They should, in fact, be convinced that passage of the Kennedy-Heselton bill 
without weakening amendments is the only way to give taxpayers a square deal 
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[From the Washington Daily News and other Scripps-Howard papers, April 2, 1952] 


(By James Daniel) 


A reform which could save the Government $80,000,000 a year—and which an 
impressive list of sponsors have endorsed—now is up for consideration in Con- 
gress. 

This is a move to make it clear how much money the Government pays the air- 
lines for carrying mail, and how much money it simply gives to the airlines. 

Ever since the Government undertook to give emergency assistance to the 
aviation industry in the early 1930’s, Government subsidies and compensation for 
carrying Government mail have been lumped together in the same account. 

Currently, the Civil Aeronautics Board (CAB) is drawing checks for $117,000,- 
000 a year on the Post Office Department—payable to 57 different airlines—and 
calling it all “mail pay.” 

But CAB Chairman Donald Nyrop says more than 65 cents of every dollar of 
this sum is really a subsidy. 

A small number of airlines carrying mail to foreign countries have an even 
higher subsidy rate. These “internationals” receive almost half of the $117,- 
000,000, Mr. Nyrop figures their subsidy at 85 cents on the dollar. 
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Altogether, Mr. Nyrop estimates that his board takes $80,000,000 a year from 
the Post Office Department to subsidize aviation. When the practice began, 
the understanding in Congress was that subsidies would taper off and stop in 
10 years. 

Practically everybody has said the subsidies ought to be separated from alr- 
mail pay and brought out in the open where the public can look at them, and 
Congress can decide each year if they're justified. Even the airlines say they’re 
for subsidy separation—in principle. 

President Truman has put such a proposal in all his recent budget messages. 
The Post Office Department pleads for it. The General Accounting Office misses 
no chance to urge it. 

The Defense Department challenges the “monopoly” given to a closed circle 
of airmail carriers to receive Government aid. The military men say that if 
we're to subsidize aviation, at least let the freight lines—-who provide military 
airlifts in emergencies—have a chance to get in on it. 

The Hoover Commission recommended subsidy separation. 

The railroads are strong for it. They figure the Government chips in 4 cents 
a mile for every 6-cent-a-mile air passenger ticket. They say that trying to 
meet this competition is forcing up railroad freight rates ruinously. 

The airline pilots’ union members are for subsidy separation for a special 
reason. They say when they threaten to strike all they get is a massive yawn. 
The present law bases mail pay on the airlines’ “need.” After an interruption 
of service, the lines need—and get—more Government money. 

Congress has been considering subsidy separation laws for almost 5 years. 

Two years ago, the House passed a strong subsidy separation bill. The Sen- 
ate didn’t act in time, so the bill died. The next year the Senate passed a bill 
that only half did the job. 

The House Interstate and Foreign Commerce Committee is now holding hear- 
ings on a variety of separation bills, ranging from several strong ones to others 
which those who want subsidy separation call “jokers.” The aim is to get a 
strong bill from the House again to balance against the weak one the Senate 
passed, and then have a House-Senate committee draw up a good compromise 
bill that’ll be okayed by both Houses. 


llow to Get Rich in Washington by Blair Bolles, W. W. Norton & Co., Inc., New 
York. Published March 3, 1952: * * * “the annual subsidy for all favored 
lines rose from $25,514,179.47 in 1946 to $125,000,000 in 1951.” 





[From Life Magazine, March 11, 1952] 


The Federal Government will spend at least $70 billion in 1952—or $1,750 for 
every American family—the highest peacetime spending in history. That is 
more than we can afford and far more than the average American wants to 
spend on Government. What can we do about it? 

There's a simple, workable plan that will help fry the fat out of Government 
and eradicate waste and extravagance. It’s not a financial panacea, but I 
confidently believe we can save $3 billion a year by its adoption. 

We can do this by completing action on the 45 percent of the Hoover Commis- 
sion program that remains unfinished. Pending in Congress are 20 key bills 
based on recommendations of the Commission. Before President Truman are 
51 reorganization plans submitted last May by the Citizens Committee for the 
Hoover Report. 

We can same hundreds of millions of dollars annually by prompt action on 
such measures as: 

Reorganization of the Department of Agriculture, simplifying its complex bu- 
reaus and eliminating waste. 

Bringing air-mail subsidies out in the open. 

Streamlining Federal personnel practices, eliminating unnecessary workers 
and putting greater stress on efficiency. 

Standardizing and consolidating Government construction practices. 

Revamping the vast Veterans’ Administration, still ruled by methods that 
would bankrupt a comparable private business. 

The Hoover Commission was organized in August 1947, with former President 
Hoover as its Chairman. It studied Government operations for nearly 2 years 
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at a total cost of less than $2,000,000. Before concluding its labors in June 1949, 
the Commission presented 24 task-force reports, 19 Commission reports and 
more than 300 recommendations on how to get efficiency in Government. In 30 
months since it turned in its recommendations, 27 Government reorganization 
plans and 21 laws have been passed. This is about 55 percent of the recommend. 
ations offered. They are saving you, the taxpayer, about $2 billion a year. 

Among other things, these laws unified the armed services, cutting hundreds 
of millions from military costs; streamlined the Department of Labor; cut pro- 
curement and purchasing red tape and modernized record-keeping and storage : 
modernized accounting methods by eliminating 160-year-old quill-pen methods ; 
permitted the President to delegate such petty jobs as the signing of whale 
licenses and brought a saving of $76,000,000 to the Post Office Department. This 
amount alone is 41 times the full cost of the Hoover Commission. 

Both major paities hailed these hard-fisted results, long overdue. But much 
remains to be done, and with Congress in the throes of a Presidential year, with 
its overtone of politics, your help will be necessary to push further reforms 
through. 

There is something you can do to spare that $1,750-a-year cost of the Federal 
Government which your family must shoulder. 

You can get behind these remaining Hoover Commission programs and demand 
quick action by the President and Congress. Both have a maguificent oppor- 
tunity to finish the job. 





{From the Washington Post, Monday, February 18, 1952] 
FIFTY-FIVE PERCENT STREAMLINED 


In the 3 years since the Hoover Commission proposed measures to streamline 
the executive branch of the Government, some 55 percent of its recommendations 
have been put into practice in one form or another. The second National Reor- 
ganization Conference sponsored today by the Citizens Committee for the Hoover 
Report turns the spotlight on the important 45 percent left undone by Congress 
and the President. Significantly enough, while savings through greater efficiency 
so far are estimated at $2 billion annually, the citizens committee estimates that 
additional yearly savings of $5.5 billion would be possible through enactment of 
the remaining recommendations. 

The citizens committee cites six major targets: improved Federal personnel 
management, a united medical administration, reorganization of the Department 
of Agriculture, reorganization of the Veterans’ Administration, coordination of 
agencies dealing with natural resources and an improved postal service. Not all 
of the recommendations in these areas have seemed wise to this newspaper, 
and the citizens committee may not have taken sufficient account of the ad- 
ministrative improvements already made, as in the case of the Department of 
Agriculture. Nevertheless, it is little short of scandalous that nothing has been 
done to unify the agencies that spend billions of dollars on natural resources ; 
that the Veterans’ Administration, which has been repeatedly criticized for 
inefficiency, is still a badly organized conglomerate; and that Congress has 
dawdled over necessary reforms in the post office, including the separation of 
air-mail pay from subsidy. 

In calling attention to this neglect the citizens committee supplies a needed 
prod. Somehow the idea has gotten around that no firm legislative action may 
be expected in an election year. But savings through efficiency are always 
popular with the voters of both parties—and it takes more than talk to bring 


real economy. 


[From the New York Herald Tribune, Wednesday, February 6, 1952] 


THe AIRLINES AND AIR MArt—A PLEA To SEPARATE “HiIppEN” SUBsIDIES FRoM 
MAIL PAy 


To the New York Herald Tribune: In his budget message of January 21, 
President Truman has given the green light to a long-needed reform, repeatedly 
recommended by the Hoover Commission and by congressional committees of 
both parties, to separate the hidden airline subsidies from compensation for the 
cost of carrying air mail. 

Taxpayers will be astonished to learn that just since the end of World War II 
more than one-half billion dollars has been paid to certain commercial airlines 
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under the misleading label of “mail pay.” No one knows how much of this 
gigantic sum is compensation for mail services actually rendered and how much 
is a hidden subsidy to the airlines. The most conservative estimate is that at 
least half is subsidy, that the Post Office under orders from the Civil Aeronautics 
Board is forced to pay the airlines about $1 for about 50 cents of service. This 
means that just since the end of the war at least one-quarter of a million dollars 
of our money has been given in the form of hidden subsidies to the commercial 
airlines, given without public knowledge and without public consent. 

These are not loans; they are subsidies, without provision for repayment. 

Hidden subsidies are a classic device for deceiving the people. It was the 
unanimous recommendation of the bipartisan Hoover Commission that these 
airline subsidies be paid “by open appropriation from tax funds and not imposed 
upon the Post Office or the mail users in this hidden manner. By such a course 
the President, the Congress, and the public may know what the amounts of the 
subsidies are.” 

There are not many issues that former President Hoover and President Truman 
agree on, but subsidy separation is one of them. 

The badly amended bill passed by the Senate in September 1951 is no solution; 
it contains the McMahon-McCarran amendments and other gimmicks, including 
a built-in subsidy for the international lines. As President Truman has wisely 
pointed out, “separation should apply uniform standards to all carriers, inter- 
national as well as domestic.” 

The President has also pointed out that the so-called administrative separation, 
announced by the CAB with much fanfare as if to say the problem had been 
solved, is really highly incomplete, because it leaves subsidies hidden in the 
Post Office appropriation and deprives the people and their elected representatives 
of an opportunity to approve or disapprove the subsidies as a separate appropria- 
tion item. 

The public should not be thrown off the track by large airline advertisements 
alleging that the airlines do not get any subsidy. That is just playing with 
words. Of course it is all called mail pay; that is the very objection we have; 
it is a false label. Right now, for example, the lowest mail pay to any domestic 
airline is still twice what they charge for express and freight, and one-third 
higher than what the CAB says is the cost of the service. Right now you can 
fly in luxury from here to Paris for $584.60, but for the same weight of mail— 
with no stewardess, no comfortable chair, no meals, and no champagne—the 
airlines are trying to charge the Post Office $1,578. 

The House committee bill of the EHighty-first Congress is the most effective 
one to date to make a separation of the hidden airline subsidies from mail pay. 
Real separation can be achieved best if the House Committee on Interstate and 
Foreign Commerce readopts its excellent report of the Eighty-first Congress 
(H. Rept. 3041) and reports favorably without loopholes the same _ bill 
described in that report, the Kennedy-Heselton bill, now reintroduced as 
H. R. 508. 

This bill would protect the public and the Post Office from having to pay to 
the airlines more than compensation for the cost of carrying mail. Anything 
above this compensation would be direct subsidies, labeled as such, put out in 
the open where the public can see them, and charged to the CAB instead of being 
hidden in the Post Office appropriation. 

The Kennedy-Heselton bill backs up the cost standard for mail pay by requir- 
ing an allocation of all airline costs, to show the public just how much it costs 
to fly the mails. An annual public report is also required from CAB on who 
got how much subsidy and who got how much mail pay and why. When that 
bill goes through the public will no longer be left in the dark. 

Furthermore, there is to be an end to giving out subsidies on the basis of 
need, a system which means that the more an airline loses the more it gets in 
mail pay. Instead of the present system which encourages inefficiency and high 
costs, the Kennedy-Heselton bill prescribes positive standards for subsidies, the 
prime one being essentially for national defense. If this bill passes, defense, 
instead of deficits, will be the standard for any subsidies. 

This bill will reduce the postal deficit, $85 million a year of which is 
attributable to air mail—where those airline subsidies are hidden. That reduc- 
tion will help the public which has been hit in the mail box by reduced deliveries 
due to this deficit. 

The present system is unfair to the 91,000,000 taxpayers who are called on to 
pay taxes—up, and up, and up—but are deprived of an accounting of these 
hidden subsidies ; it is unfair to labor, against whom these hidden subsidies have 
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frequently been used; it is unfair to nonsubsidized lines set up by veterans since 
the war. 

If you are interested in economy and efficiency, here is a good place to begin. 
You have the constitutional right to tell your Congressman just what you 
think, that you do not like to find your money being spent on hidden subsidies to 
these airlines without your consent, that you want some effective legislation, 
that you would like to see enactment of H. R. 50S without weakening amendments. 
Langdon P. Marvin, Jr., Research Professor of Air Transport Eco- 
nomics, Georgetown University, member Citizens Committee for 
Subsidy Separation: Congressman John F. Kennedy, Eleventh 
District of Massachusetts: Dr. Godfrey L. Cabot, former presi- 
dent, National Aeronautic Association and Federation Aero- 
nautique Internationale; Norman MacDonald, executive director, 
Taxpayers’ Federation, Boston; Walter 0. Howe, Executive Vice 
President, Citizens Public Expenditure Survey, State of New 
York; James F. Horst, Director, Air Transport Division, Trans- 
port Workers Union, CIO, New York City: Charles H. Slayman, 
Jr., Director ef Research and Legislation, American Veterans 

Committee (AVC). 


WASHINGTON, D. C., February 2, 1952. 


{From the Washington Post, Sunday, November 4, 1951] 


Vatter of fact 
It Took Ace To WIN FoR PAN AM 


(By Joseph Alsop) 


In the Washington influence game, the ace is the President of the United 
States. If you can play the ace, you win all the stakes on the table, which are 
likely to be a lot bigger than the penny ante RFC loans we have lately beard 
so much about. And in the whole history of the Truman administration, the 
ace was played most spectacularly in the case of Pan American and American 


Overseas Airways. 

The case revolved around Pan American's desire to purchase American Over- 
seas, with its valuable trans-Atlantic routes. The case was considered at length 
by the Civil Aeronautics Board, amid many such indications of political pres- 
sure as revisions of Justice Department documents in Pan American’s favor. 

In the end, in the spring of 1950, a majority of the CAB headed by the then 
Chairman, Joseph O’Connell, found against Pan American. It attacked Pan 
American’s plan as grossly monopolistic. A minority opinion, granting Pan 
American all it asked, was entered by CAB Vice Chairman Oswald Ryan, whose 
reappointment to the Board had been secured the year before by Pan American's 
Washington counsel, Louis A. Johnson. 

Shortly thereafter, O’Connell called on the President's special assistant, Dr. 
John R. Steelman. Steelman made a long, mealy mouthed speech against the 
CAB decision. He argued that a finding against Pan American would “embar- 
rass the President,” because Steelman’s former colleague in the White House, 
(lark Clifford, had just become counsel for Pan American’s big rival, Trans- 
World Airlines. Actually, Clifford had taken no part whatever in the case in 
hand. 

But Pan American had not been alone in getting up a head of political steam 
for this case. American Airlines, the parent company of American Overseas 
Airways, was extremely anxious to sell its trans-Atlantic subsidiary to Pan 
American for the handsome price offered. In such figures as Amon Carter and 
Silliman Evans, American Airlines had its own valuable political champions, 
and in the President’s secretary, Matt Connelly, American had a useful friend 
in the White House. It is hard to tell just whose head of political steam played 
the largest part in the interesting events which follow: 

On June 12, 1950, CAB Chairman O’Connell went to see the President. He 
explained that the big Pan American case was out of the way and that he wished 
to go into private practice. The President urged him to stay on, saying he could 
“rely” on him. O’Connell said he would not resign until the President had lo- 
ented a suitable successor. 
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O'Connell was pleased but not surprised, therefore, when on June 29 the de- 
cision in the Pan American case was returned to the Civil Aeronautics Board 
from the White House. It. bore the President’s signature of approval, with 
an approving letter to boot. The delighted CAB majority decided to hold the 
decision for release to the press until the next morning, so that enough copies 
could be mimeographed. Meanwhile, as he later confessed to his CAB colleagues, 
Oswald Ryan, who had supported Pan American, telephoned the ugly news to 
Dr. Steelman. 

After that, things began to happen. On the morning of June 30, the Presi- 
dent’s secretary and Steelman’s ally, Matt Connelly, called O'Connell to request 
tliat the release of the decision be held up. Half an hour later, he tele- 
phoned again to ask that the President’s approving letter be returned to the 
White House. And a few minutes after that, he telephoned a third time to 
request O'Connell to send the decision itself, with its Presidential signature. 

These extraordinary proceedings were shortly explained when Ryan appeared 
at the CAB offices and confessed that he had been meeting at the White House 
with the President, Steelman, and Connelly. Almost on Ryan's heels came a 
new Presidential letter enclosing the Pan American case decision with the 
President's signature rather clumsily removed with ink eraser. 

In the new letter, the President directed the CAB to approve Pan American's 
purchase of American Overseas. He tossed a dry cracker to TWA by letting 
Pan American's rival fly into London. But he also directed the CAB to let Pan 
American fly into Paris and Rome, which had never previously been suggested 
by anyone. 

O'Connell thereupon sent the President an angry letter asking why he, as 
CAB Chairman, had not been consulted. The President wrote back that he had 
indeed sought to consult O'Connell but had been unable to locate him that fateful 
morning. This seemed odd in view of Matt Connelly’s three conversations with 
O'Connell while Ryan and the President were closeted together. O'’Conne!l! 
wrote back, pointing out the oddity. The President then summarily accepted 
«/Connell’s resignation. 

And American Airlines got its price for its overseas branch, which bad been 
certificated to insure Atlantic competition, while Pan American got all and 
more than it had asked. 


{From the Washington Post, Friday, November 2, 1951] 
Matter of fact 
(By Joseph Alsop) 
You Can’p Beat PAN-AM 


When a great industrial corporation builds a political empire—rather a favor 
ite thing to do nowadays—it goes without saying that the aim is to influence 
Government action in ways beneficial to the corporation. In this important 
sphere of effort the greatest of the empire builders, Pan American Airways, has 
a record that stands by itself. 

The regulatory body to which Pan American looks for subsidy determinations 
and route allocations is the Civil Aeronautics Board. And the scalps of no less 
than two Chairmen of the CAB hang as trophies in the famous house on F street 
where Pan American's political branch has its headquarters. 

In 1947, Civil Aeronautics Chairman James M. Landis angrily opposed Pan 
American's famous “chosen instrument bill.” Landis was briskly dropped from 
the chairmanship in 1948. Landis’ successor, the able Joseph O'Connell, then 
ventured to fight Pan American’s purchase of American Overseas Airways. In 
mid-debate, in June 1950, O'Connell was also dropped from the chairmanship, but 
Pan American also has its kindly side. 

In December 1948, the term of CAB member Oswald Ryan had expired. Dy 
then, Ryan had reached the tragic stage that is often reached by public servants 
who have given good value in the past; he was no longer likely to find another 
job and therefore wanted to hang on at the CAB if humanly possible. His re 
appointment was not expected. Then Pan American’s Washington counsel, Louis 
A. Johnson, who then had fresh upon his brow the laurels earned by financing 
the President’s 1948 campaign, thoughtfully intervened in poor Ryan’s behalf. 
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Ryan got the job again. And ever since, he has voted straight down the line 
for Pan American on every important issue before the Civil Aeronautics Board. 

Moreover, when the CAB has been intractable, Pan American has always 
seemed to be able to get help elsewhere. There was the case, for instance, of 
the Seattte-Honolulu route, desired by both Pan American and Northwest Air- 
lines. In March, 1948, the Civil Aeronautics Board gave this route to North- 
west, specifically denying Pan American’s application for it. In July 1948, the 
President formally approved the CAB finding against Pan American, causing the 
company to request a rehearing. 

In September, came the great financial crisis in the Democratic National Com- 
mittee, when J. Carroll Cone, Pan American’s apostle to the Democrats, helped 
to find the desperately needed funds to put the President on the campaign air. 
In the same month, before the Civil Aeronautics Board could hold the requested 
rehearing, the President reversed his decision of July, and directed the CAB 
to certificate Pan American ior the run after all. As a result, Northwest which 
had hoped to bolster its Pacific competition with Pan American by Seattle-Hon- 
clulu profits is instead reported to be losing on this route. 

For a corporation which can persuade the President to change his mind, it 
is nothing much to induce the Justice Department to revise its briefs. This also 
happened, when Pan American was seeking to purchase American Overseas Air- 
ways in order to secure control of its crucial Atlantic routes. 

When the case first opened before the Civil Aeronautics Board, Edward Dum- 
bauld, representing Justice, announced strong opposition to the proposed deal on 
antitrust grounds. But when the formal hearings began, Dumbauld had been 
replaced by another Justice Department lawyer, William McFarlane, who main- 
tained a discreet silence. The new Justice Department emissary explained to 
CAB attorneys that the “red carpet had been out on the fifth floor,” when Attor- 
ney General Tom C. Clark had received a Pan American delegation, 

In the second round of the same case, J. Howard McGrath had become Attorney 
seneral and the able Lambert ©’Malley was chosen to represent the Justice De- 
partinent. The preliminary report of the CAB examiner was favorable to Pan 
American’s plan to absorb American Overseas. O'Malley at once filed a long 
series of bitterly hostile objections, excoriating the Pan American project as 
monopolistic. These were oflicially signed by Herbert A. Bergson, Chief of the 
Antitrust Division, and James E. Kilday, Chief of the Transportation Section. 

Representations were promptly made by J. Carroll Cone. Almost equally 
promptly, Justice Department Antitrust Chief Bergson withdrew all O’Malley’s 
tactless exceptions, save one which was formal, general and meaningless. Even 
so, the Department was still called upon to file a brief in the case. A poweriul 
brief, again excoriating Pan American’s scheme to absorb American Overseas, 
was prepared by the determined O’Malley. But this explosive document went 
up through Justice Department channels until, presumably, it just went up in 
smoke. ’ 

At any rate, the final Justice Department brief was an entirely different and 
completely milk-and-water document, which there was good reason to believe 
had first been shown to Pan American officials. So much you can accomplish, 
if you take the right way to win friends and influence people. 





{From the Washington Post, Wednesday, October 31, 1951] 


Matter of Fact 
(By Joseph Alsop) 


THE EMPIRE BUILDER 


The five-and-dime brands of the influence game continue to engage the de- 
lighted, exclusive attention of the press, the public, and the Congress. What is 
surprising is, simply, that anyone should be surprised by the disclosure that the 
Lithofold Corp. hired the well-connected political law firm of Boyle & Siskind, 
with results favorable. to itself. 

Hiring political lawyers does not constitute bribery and fraud. Neither does 
the careful cultivation of usefully placed officials and law-makers. Neither does 
contributing to political campaigns on a large scale. In many sectors of Ameri- 
can business, there are, in fact, customary activities, having exactly the same 
purpose as the Lithofold retainer to Bill Boyle’s law firm. 
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For some great respectable corporations governmental decisions are of extra- 
special importance. And certain of these corporations even organize themselves 
to carry on their business-political activities systematically, continuously, and 
with maximum productivity. 

Among such corporations, perhaps the most successful is Pan American World 
Airways, Where political operations are as efficient as its air operations. Like 
most of the large corporate dabblers in politics, Pan American bets on both colors, 
or in other words, has close links with both parties. 

The Pan American apostle to the Republicans is the former Connecticut Na- 
tional Committeeman and former vice chairman and eastern treasurer of the Re- 
publican National Committee. Sam Pryor. Pryor’s title is vice president and 
assistant to the president, Juan Trippe, but his clever way with politicians earns 
him a higher salary than Pan American President Trippe himself. To be culti- 
vated by Pryor is a certificate of political importance for both Republicans and 
Democrats, and many possess this certificate. 

The Pan American board has always included the names of politically active 
Republican businessmen, such as David Sinton Ingalls, cousin and manager of 
Senator Robert A. Taft (Republican, Ohio) and the Republican Senator from 
Pan American, as he is calied in the lobbies is Owen Brewster (Maine), one of 
Senator Taft's chief lieutenants on the Senate floor. 

As the public record shows, Brewster is so friendly to Pan American that he 
acted as the company’s plenipotentiary in the big Trans World Airlines case, 
earrying on crucial negotiations with TWA’s controlling stockholder, Howard 
Hughes. Hughes later charged that the Senator had received many special favors 
from the company.s Brewster replied by self-righteously demanding an investi- 
ration by the Justice Department. 

As it happened, the Attorney General on the Democratic side of the street at 
that moment was Tom C. Clark. In course of his dizzying ascent from oil lobbyist 
before the Texis Legislature to Justice of the Supreme Court, Clark had also 
become an eminent Pan American friend and member of the Pryor circle. The 
Justice Department did not grant Senator Brewster's request to be investigated. 

Among Senate Democrats, the most conspicuous Pan American friends is Pat 
McCarran (Nevada), whose son-in-law, Edwin Parry Hay, used to work for the 
company. MeCarran sponsored the statute establishing the Civil Aeronautics 
Board, which regulates Pan American. And he and Senator Brewster set a 
praiseworthy pattern of bipartison cooperation, When they jointly led the fizht 
for Juan Trippe’s project to put all of America’s international aviation in the 
hands of a “chosen instrument.” 

As Washington counsel, Pan American has also long employed the former 
Democratic finance chairman and former Secretary of Defense, Louis Johnson. 
Unlike Boyle when he became national chairman, Johnson did not formally sepa- 
rate himself from his firm while he was working on the Democratic National 
Committee. The separation occurred when he became Defense Secretary; but 
Steptoe & Johnson retained the Pan American account, and Johnson is now 
back at the old stand, running Steptoe & Johnson, and getting his Pan American 
fees again. 

Finally, the Pan American apostle to the Democrats is J. Carroll Cone, an 
almost too familiar figure in the Capitol lobbies. In the company hierarchy, the 
Democratic Cone has to content himself with the lesser title of assistant vice 
president. 

Cone is known to have sold more Jackson Day dinner tickets than any other 
laborer in this specialized vineyard—he himself admits around 200, which would 
mean $20,000 worth, but his admirers put the figure far higher. It is also an open 
secret that when the Democrats were literally unable to find cash to pay for 
radio time in the 1948 campaign, the beneficient Cone took the lead in providing 
Louis Johnson with the sums needed to put the President on the air. It can 
be understood why Cone is highly thought of. 

No one can say what the current bill may be for all this no doubt quite legal 
situation of political friendship and influence. 

Yet the cost is secondary, s'nce it must be repented that bribery and fraud 
are not in question here. Pan American has only indulged, unusually, intens- 
ively and systematically, in certain practices which are standard in wide sectors 
of American business. Many questions may be asked about the social desirability 
of these practices, and about the wisdem of political arrangements, which invite 
and even encourage these practices, but these very far-reaching questious, which 
involve such complex problems as the best method of financing political cam- 
paigns, have not even been mentioned during the current commotion about the 
five-and-dime players of the influence game. 
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[Editorial, by Robert H. Wood, Aviation Week, October 29, 1951] 


Tury Dipn’r Watt For Supssipy 


That pugnacious, fighting, Flying Tiger, Robert W. Prescott, has just an- 
nounced the largest single purchase of new cargo planes the air transport 
industry ever saw. 

His Flying Tiger Line has ordered seven DC-GA’s to the tune of some $7 
million or more. The Tigers boast they already run the world’s largest freight 
and contract air fleet, and this new purchase will give them 44 planes. Te hints 
at still other purchases: 

“In the past year, we doubled the size of our fleet and our traffic tripled, 
rising from $5 million to nearly $16 million. That increase in fleet enabled us 
to meet an important part of the transport demand placed upon us by the ex- 
pansion of the Nation’s military and industrial programs. With the addition 
of the DC—6A, plus other equipment which we may acquire in the meantime, we 
will be in an even better position to meet the steadily growing demands th it exist 
in all parts of the world for freight and contract air service.” 

Those who contended so vigorously a few years ago that air cargo’s future 
wis a mirage must have been confused to read the other day that the Fiying 
‘Tigers earned nearly $1.4 million in the fiscal year ended June 30. Furthermore, 
the Tigers’ gross revenues in August hit $1,978,000. That's a lot of business 
for an air transportation company certificated August 2, 1949, to carve out for 
itself in nonsubsidy money in a field that didn’t even exist 10 years ago. That, 
gentlemen, is selling. 

Even so, it doesn’t require much of a memory to recall when Prescott told a 
Senate committee looking into mail subsidies earlier this vear: “We are having 
to fight for every inch of the air through which we fly against the combined and 
bitter opposition of the entrenched passenger carriers.” 

Private initiative and bull-headed determination by men like Preseott, and 
Ear! Slick—who is already taking delivery of DC-GA’s—gave air cargo its 
birthright in this country. We are among observers who have always believed 
that air cargo’s potential exceeds that of the air passenger business. 

Douglas Aircraft Co. has proven convincingly that it has similar faith in air 
eargo’s future. This company’s initiative created the DC—GA, the first trans- 
port whose fuselage has been specially designed for cargo. It then later adapted 
this bigger DC—6 to passenger purposes. With the DC-6B designation. But the 
A flew first—late in 1949. 

Douglas did not sit twiddling its thumbs waiting for Uncle Sam to dole out 
subsidy millions to build a bigger, faster, more modern cargo carrier, Despite 
uncertain business conditions of the 1948 era, Douglas went ahead on the DC—G6A. 

It was a typical American business success story that we don’t read about in 
aviation as often as we should. After Douglas was far along with the project, 
the Air Force saw the value of the A and placed an initial order for 29; the Navy 
placed an order too. Commercial orders for both models A and B have been 
forthcoming in a steady stream, so that Donald Douglas told stockholders in 
the most recent annual report that the firm’s development costs “have thus 
doubly been justified by both commercial and military commitments.” He 
added, I am confident that management's decision to go ahead with the DC-6A 
was sound and timely in the present emergency.” 

So the pioneering freight lines and military services have the benefit of a 
plane that is not just a handsome engineering drawing somewhere in 2 con- 
fidential prospectus, but a big, fast transport—as the Douglas Co. says—"“in 
large-scale production and capable of being still further accelerated to meet in- 
creased military and commercial demands.” 

Both the Flying Tigers and Douglas Aircraft are proving that commercial 
risk-taking on a sound project can still pay off. 





BEING REALISTIC IS DIFFICULT 


In Aviation Week’s lead news story October 15 we reported that “unrealistic” 
military aircraft production schedules were to be cut. 

One or two second echelon Air Force officials took a dim view of our phrase- 
ology. 

So last week our military editor, reporting both the coming cuts and “the 
other side,” wrote in another lead story : 
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“According to (Under Secretary) Gilpatric, USAF is not rescheduling pro- 
grams to more realistic propertions. There is no need for such a move, he says, 
because schedules are already in harmony with the military needs. Rather, he 
states, Air Force is revising delivery schedules in keeping with current and pro- 
jected industry output capabilities.” 

We'll leave it to you: Who's realistic? 


IT’S UNPATRIOTIC TO HURRY ? 


Special pleaders sound the same in any business. A gigantic close-up view of 
the trees obscures the forest. 

The New York Herald Tribune says shipping interests are interpreting a recent 
State Department order telling its personnel to travel by air instead of ship as a 
policy “directed against the American merchant marine.” 

The ship men say this conspiracy between the State Department and aviation 
interests to Save time and money is dangerous “because we know better than any- 
one else what ships mean to our Nation when we come face to face with emer- 
gency.” 

We are for the strongest merchant marine our military services want. If more 
subsidies are needed so it can do the necessary war job, then we should hand the 
subsidies over. 

But if we come “face to face with emergency” we don’t want our VIP’s con- 
ducting the war at a 15-to-30-knot tempo. We don’t think the American people 
do, either. 





{From the Washington Post, Saturday, October 27, 1951] 
SUBSIDIES IN THE OPEN 


It is one of the misfortunes of a congressional session jampacked with last- 
minute business that the air-mail subsidy separation bill was left hanging fire. 
This is the measure recommended by the Hoover Commission which the House 
passed unanimously during the Eighty-first Congress. A badly mangled version 
recently emerged from the Senate. When Congress reconyenes, the House 
ought to remedy the confusion by taking up the Kennedy bill, H. R. 508, which 
provides for an honest separation on a cost basis. There is many a lobbyist be- 
tween talk of separation and enactment, but unless the mood of the House has 
changed greatly, the Kennedy-Heselton measure should occasion no great debate. 

The need for firm legislation on subsidy separation is shown by the new ad- 
ministrative order of the Civil Aeronautics Board separating mail pay from 
subsidy to the airlines. This order is a praiseworthy step in the right direction, 
but it contains a number of pretty large loopholes. For example, it conspicuously 
omits international carriers from the computation. Moreover, it determines what 
is subsidy not as the result of a detailed analysis of the cost to the airlines of 
carrying the mail, but on an “over-all statistical approach,” whatever that means. 

On this basis the CAB arbitarily sets a “service rate’ (supposedly containing 
no subsidy) for the so-called Big Four airlines at 45 cents a ton-mile—despite the 
fact that the CAB’s own figures show that the cost is 34 cents and the fact that 
the rate charged by these lines for freight and express is 25 cents. It is a rather 
revealing commentary that CAB Chairman Nyrop, in a letter to the Senate 
Interstate Commerce Committee in July, asserted that 45 cents was “what the 
Big Four have agreed to accept.” No one can object to a reasonable profit above 
the 34-cent rate, but what happens to all that 11 cents? 

By the CAB’s own figure, 57 percent of the domestic mail payments of nearly 
$62 million during fiscal 1951 was subsidy (and there were many more millions 
in subsidy to international carriers). Certainly the airlines perform an extremely 
useful and necessary service, and in all probability they can justify most or all 
of the subsidy they now receive. But, just as certainly, the taxpayers have a 
right to know precisely where their money goes. 
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[From the Washington Post, Thursday, October 18, 1951] 


Grar-BaG Congress * 
(By Marquis Childs) 


EXPOSURES CONFINED TO SMALL FRY 


The Congress that is now grinding to the close of a singularly tortuous 
session might well be called the grab-bag Congress. While a few of the surall-fry 
influence peddlers have been exposed to the light of day, seldom has there been 
such jostling, such pulling and hauling, among the big boys seeking privileged 
access to the billions of dollars being spent by Government. 

The vast armament contracts and the special tax amortization granted as an 
inducement to armament manufacture cause the big corporations to grow big- 
ger. The giants of American industry are daily becoming more gigantic as they 
expand to proportions that even a few years ago were undreamed of. 

One of the few men in Congress who has been working to stem this tide is 
Senator John Sparkman (Democrat, Alabama). As chairman of a Small-Busi- 
ness Committee he has worked particularly to try to save the small nonscheduled 
airlines that receive no Government subsidy. 

A report of the Sparkman committee recommended that the Civil Aeronautics 
Bourd reconsider the position of the nonsked and come up with a solution that 
would give them a chance to compete—without subsidy—in providing low-cost 
coach service. Of the CAB, the report said: 

“It has a direct obligation to the public to use its very considerable powers to 
develop reliable and economical service on a greatly expanded basis. Should it 
fail at this point to develop policies toward that end, the Board would, indeed, 
lend credence to the charge that it is servile to the interests of the certificated 
airlines and that it lacks the scope and daring required at this moment, which sees 
American aviation standing at the threshold of vastly expanded development 
and service.” 

The CAB ordered a study of the future of the nonskeds. But at the same time 
the Board has proceeded by regulatory measures to pronounce sentence of death 
on the unscheduled lines. . 

Under prolonged pressure the Board has just wrestled with the task of separat- 
ing subsidy from mail pay for the certificated carriers having admitted that cur- 
rently 57 percent of “mail pay” is, in fact, subsidy. A rate of 45 cents a ton- 
mile has been allowed for the main trunk lines. 

This figure compares with 23 cents a ton-mile the airplanes charge for carry- 
ing freight and express and 34 cents, which is said to be the cost of carrying 
mail. Analysts who have studied the separation plan with no ax to grind 
believe the rates allowed are, to say the least, overgenerous. 

The subsidy dispute was aired in a remarkable Senate debate that got little or 
no attention. This centered on the effort of Senators who have repeatedly shown 
their interest in cutting Government spending to force a similar separation. be- 
tween subsidy and mail pay for American lines flying international routes. Led 
by Senator Aiken (Republican, Vermont), the group included Senators Douglas 
(Democrat, Illinois), Williams (Republican, Delaware), and Lehman (Demo- 
crat, New York). 

On the other side were loyal friends of Pan American Airways which has 
repeatedly been charged with driving toward a monopoly of all foreign routes. 
To such faithful friends as Senators McCarran (Democrat, Nevada) and Brew- 
ster (Republican, Maine) was added Senator McMahon (Democrat, Connecti- 
cut). They wanted contracts “without reduction” for a period of 10 years. 
At one point the forthright Aiken said : 

“If there is any bill which this Congress has to consider which tends to build 
up an almost airtight monopoly for a single part of a single industry, this bili 
isit * * * Itis one of the worst bills the Senate has ever had before it.” 

Finally, the period was cut from 10 to 5 years, with the economizers ham- 
mering away at the burden imposed on the American taxpayer. One estimate 
puts the amount of airline subsidy paid out since VJ-day as high as $250 million. 

In its swiftly expanding phase since the end of World War I! the airline in- 
dustry is still very new. It is possible to see the developing pattern of monepely 
as it threatens to freeze into being the present set-up with its limitations on the 
progress of a means of transportation as yet in infancy. There are other 
industries long past this stage with the freeze so solid that the antitrust laws 
are completely irrelevant. 
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{From the Washington Post, Tuesday, October 16, 1951] 


Tke Washington Merry-Go-Round 
Free ArrPrANe Ripes 
(By Drew Veurson) 


Senator Owen Brewster, Maine Republican, almost tipped his hand the other 
day when Senator Paul Douglas, [llinois Democrat, introduced an amendinent 
cutting off Federal subsidies to any airline caught offering gifts to Government 
employees. 

“If entertainment or gratuities are offered by any airline to any Government 
officer or employee, the subsidy will cease to be puid,’ Douglas explained his 
amendment. 

Brewster, who has accepted various favors from Pan American Airways, 
jumped up. 

“I wish the Senator from Illinois wou'd interpret the amendment. He refers 
to governmental officer or employee. I shonid like to be clear as to whether he 
includes Members of Congress within the scope of the amendment,” said Brewster. 

“T myself would think so,” replied Douglas. 

Catching himself, Brewster hastily added: “There should be no doubt that the 
amendment would apply to Members of Congress.” 

This is the same Brewster who used to fly home from Washington on week 
ends in a private Pan American plane. The plane would circle over his Dexter, 
Maine home as a signal to his housekeeper, Mrs. Ellen Jenny Brown, to put 
dinner on. Sam Pryor, Pan American's vice president, frequently phoned in 
advance from his Washington office or his home in Greenwich, Conn., to say that 
Brewster was coming. 

The shocking thing is that all these free flights and favors were showered 
npon Brewster at the same time he was sponsoring special legislation to benefit 
Pan American. Since Pan American received heavy subsidies from the tax- 
payers, Brewster's free rides were indirectly paid for by the taxpayers. 

While explaining his amendment, Senator Douglas suddenly realized the 
Maine Senator's reputation as a friend of Pan American. He hastened to ex- 
plain: “I wish to make it clear that there is no personal implication on the part 
of the Senator from Illinois with respect to anyone, either inside or outside of 
Congress.” 

There was no question, however, that under Douglas’ amendment, airlines could 
no longer give free flights to their friends in the Senate. The amendment was 
adopted by a weak voice vote, but with no one dissenting. 


[From the Sun, Baltimore, Sunday, October 14, 1951] 
AN UNSATISFACTORY AIRLINE Sursipy BIL. 


The intent of Senate bill 486 recently passed by the Senate on voice vote was 
to separate airline subsidy from pay for carrying the mails in both the domestic 
and the international field. With mail pay and subsidy doled out at present in 
one conglomerate sum by the Post Office Department it is impossible for the tax- 
payer to discover just how his airmail dollar is divided. 

The bill passed by the Senate provides that domestic subsidies be determined 
separately from mail pay and that they be paid separately by the Civil Aero- 
nautics Board. The bill sets a scale of rates for domestic airmail payments to 
take effect next July and authorizes the CAB in future to adjust rates and 
standards of compensation without additional legislation, Though these stand- 
ards are somewhat clonded by national defense considerations the bill does 
state that the mere existence of an airline certificate “shall not be deemed con- 
clusive” justification for subsidy. 

From the beginning this bill has been weak on the international side. It is 
worse as amended. The cost factor which serves as a guide in the fixing of 
domestic rates is completely ignored. The floor set is the amount paid to foreign 
carriers for handling the mail and the ceiling provided is the Universal Postal 
Union rate of $2.86 per ton-mile. This, as we have pointed out before, is over 
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three times the rate for a luxury passenger and seven times the rate for air freight 
and express. 

Amendments to the bill would permit the international carriers to obtain 
Federal subsidy contracts for periods up to 5 years, with the carrier to return 
to the Government at the end of the contract one-half of any net profit for the 
operation in excess of 10 percent of invested capital minus liberal deductions. 
Subsidies would be restricted to United States airlines holding certificates as 
mail carriers, 

These amendments by Senators McMahon and MeCarran are the jokers in 
this Senate bill. Five-year contracts would dodge yearly congressional review 
of subsidies even though the Hoover Commission called for it. ‘Losses and sub- 
sidies [said the report] should be made clear each fiscal year and passed upon 
by Congress.” 

Also under these amendments the CAB could conceivably grant any nuilmber 
of certificated carriers, 5-year subsidy contracts. And Congress would be obli- 
gated, making the lack of annual review a most serious out in the Senate bill. 

Last year the House passed a much tighter measure to achieve separation. 
That was the Hesselton-Kennedy bill which died in the Eighty-first Congress. 
To properly implement the separation idea the House Interstate Commerce Com- 
mittee should now adopt last year’s hearings and report favorably the same 
Hesselton-Kennedy bill (H. R. 508) which they approved last year. 





[From the Washington Daily News, Wednesday, September 26, 1951] 
Know WHat We Pay 


Senate approval of a bill to separate airline subsidies from the cost of trans- 
porting air mail was long overdue, altho the bill doesn’t go far enough. 

If the Government is to continue the policy of paying part of the bill for air 
transportation, the public is entitled to know what that policy is costing. 

As long as airline subsidies are hidden in payments for air mail, taxpayers will 
never be rid of them. 

This policy was established to help get air travel started. Isn't air travel 
started yet? 

It is because this subsidy has been hidden behind bad governmental book- 
keeping and the flying industry's double talk that the taxpayer has been milked to 
support mushrooming airlines whose services too often merely duplicated flights 
already being made by other lines. Such expansion is primarily for the pur- 
pose of getting on the profitable Federal subsidy gravy train. This usually 
has been accomplished by the ambitious new carrier yelling “monopoly” unless 
there were two or more airlines competing. This also has been true in inter- 
national flying, even tho the American earrier had a half dozen or more compet- 
ing foreign lines running against it. It was still accused of being a “monopoly” 
simply because it got all the taxpayers’ dough. When an enterprise is run by 
subsidy, on schedules and at fares set by government, the cry of monopoly is 
bunk. 

Taxpayers can’t be expected to kick in forever. One of these days, if the 
time hasn’t already arrived, the industry ought to be healthy enough to stand 
on its own feet. 

But if, as the Senate Committee on Interstate and Foreign Commerce said, 
“the national defense of the country makes it advisable to augment civil-aviation 
facilities and services beyond their natural economic level, this objective should 
be recognized as a proper security cost.” In other words, if the taxpayer has 
to pick up the check, let him see the itemized bill. 

The airlines subsidy has been a part of the annual and huge defiicit of the 
Post Office Department. That deficit is big enough without throwing in some- 
thing that by any standard of bookkeeping doesn’t belong there. 

Let’s call things by their right names. 

That’s what the Senate bill attempts to do. 

The House, which last year passed an even better bill, has no reason for not 
repeating itself promptly, now that the Senate has concurred in the principle. 
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[From the National Reporter] 


Air Supstpy PLAN Won’t Be CHEAPPR—SENATE BILL SEPARATES MAIL CHARGES 
Bur Stitt Leaves Huge Dericir 

WasHineton, September 25.—A hotly debated bill to separate Government 
subsidies to airlines from payments for carrying air mail was passed by the 
Senate last week. It continues to authorize subsidy contracts and high air mail 
rates, however. 

The bill would reduce the air mail deficit of the Post Office by some $30 million 
annually but due to high international rates would still leave it about $50 million 
in the red. 

Moves by Senators Aiken (Republican, Vermont) and Douglas (Democrat, 
Illinois) to further cut the deficit by paying United States international flagships 
en the basis of costs actually rendered, as in the domestic sections of the bill, 
were defeated. 

BACKED BY AIRLINES 


At the present time United States international carriers are paid $2.86 a ton 
mile, the highest rates permitted under the Universal Postal Union. Express 
charges are now 37 cents a ton-mile and passengers pay the equivalent of 70 cents. 

Senators Capehart (Republican, Indiana), Dirksen (Republican, Illinois), 
Brewster (Republican, Maine) and other economy advocates voted against the 
Douglas-Aiken proposals. 

The bill was openly and strongly backed by the major airlines and the Air 
Transport Association. It provoked bitter comment from Aiken, who charged 
that it tends to “build up an almost airtight monopoly.” This was a direct 
reference to Pan American Airways which stand to benefit from various pro 
visions in the bill. 

Senator Williams (Republican, Delaware) amended the original bill which 
called for 10-year subsidy contracts “without reduction,” to make the term 5 
years and remove the bar on reductions. 


HOUSE HASN’T ACTED 


Another successful amendment, offered by Douglas, would terminate subsidy 
eontracts to any airline whose representatives have been found guilty of giving 
gifts or other gratuities to public officials. 

A similar bill in the House has not yet been reported out of the Interstate and 
Foreign Commerce Committee. 


[From the Standard-Times, New Bedford, Mass., Thursday, October 4, 1951] 
NEEDED CHANGE 


When the charge for carrying a sack of mail by trans-Atlantic plane from New 
York to Paris is $1,600, while a passenger and baggage travel for a quarter of 
that sum, there is reason to suspect the air mail rate is far from being an actual 
cost-plus-profit figure. It is, in fact, a misleading figure. 

Ever since VJ-day the Post Office Department has been paying an artificially 
high air mail pay in order to incorporate a subsidy as well as the mail transpor 
tation costs. The total has exceeded $500,000,000, of which the chairman of 
Civil Aeronautics Board estimates between $150,000,000 and $200,000,000 has 
been subsidy. In a department that loses $500,000,000 a year, realization that 
millions of dollars is being paid out for subsidization of airlines, is enough to 
exasperate taxpayers and postal officials. 

Last week the Senate approved a bill to separate subsidy from air mail pay 
and put the burden of the former on the CAB, where it belongs. Similar legisla 
tion has been sponsored in the House by Representatives Kennedy and Heselton, 
who were successful in getting approval of a like bill last vear that did not 
receive Senate consideration. 

Bipartisan support of the measure is called for. It would not halt subsidies, 
which may be necessary, but would bring them into the open, while permitting 
the Post Office Department to effect much-needed economy. 
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[From the Washington Post, Friday, September 21, 1951] 
PosTaL PAMPERING 


It is a fine bit of irony that at the very time the House was passing a bill 
to reduce the Post Office deficit by $126 million through increased postal rates, 
it was also considering a postal pay raise that would cost twice the amount 
saved. The postal deficit seems to be one of those elusive things that can never 
quite be grasped. Indeed, though the House bill must be counted some im- 
provement in the effort to cut the $500 million deficit, it is essentially a weak- 
kneed measure which is much less forthright than the version passed by the 
Senate. 

For example, the House ducked the two most controversial rate increases 
passed by the Senate—a 4-cent charge for ordinary letters and an S-cent charge 
for air mail. To be sure, there was some superficial logic in this, for first-class 
mail is one of the few items handled by the Post Office that pays its own way. 
The House did raise third-class mail and special-delivery rates; and a parcel 
post increase is already in the works under an Interstate Commerce Commis- 
sion order. But the House did not follow its logic through and tackle the really 
big item in the deficit—second-class mail, which runs a loss of $200 million an- 
nually, The Senate had approved a 30-percent increase in newspaper mailing 
charges and 6O pereent in magazine charges: the House tempered even this 
effort by setting both increases at 3 vercent and spreading them over a 3-year 
period. In so doing, it voted to continue a subsidy of a size which can scarcely 
he justified, despite all the pious screaming about it. 

Now, a certain amount of social service is involved in the Post Office, and 
it is questionable whether the Post Office could be made a wholly paying propo- 
sition without crippling its purpose of providing a low-cost method for communi- 
cation of ideas, But if certain areas of public subsidy are to be continued, then 
it behooves Congress not only to tighten up the loopholes in the rate bills, but 
also to exert its influence to promote postal efficiency. 

One way to do this would be to pass the reforms advocated by the Hoover 
Commission. One of these reforms, the bill to take postmasters out of politics, 
is currently before the Senate. Another, the bill to separate air-mail pay from 
subsidies to the airlipes, was badly mauled by the Senate on Wednesday, thanks 
to weakening amendments by Senators MeMahon and McCarran. If the at- 
tempt to reduce the postal deficit is to have any real meaning, then Congress 
must show a harder heart than it has so far toward the efforts to keep the 
Post Office saddled with outmoded practices and extraneous costs. 


{From the Pathfinder, Washington, D. C., September 19, 1951] 
UNDER THE DoME 


The amendment-weakened bill to separate air-mail pay from subsidies to air- 
lines is only half a loaf, reformers say It leaves the Post Office $80 million in 
the red, leaves to CAB unchecked allocation of substantial funds, makes “sav- 
ings’ mostly at the expense of the small carriers who really need help. The 
2'4-year fight, embittered and confused by lobbies, still has to clear Senate 
floor debate and go to the House. 


[From the Sun, Baltimore, Sunday, September 16, 1951] 
THE PASSENGER IN THE BAGGAGE COMPARTMENT 


A young lady boards a trans-Atlantic plane bound from New York to Paris. 
She holds the stub of a ticket for which she paid $394.60 one way. Settling 
back in the comfortable seat, she expects her money’s worth. And she gets it. 
There’s good food, champagne on some flights and perhaps even a sample bottle 
of Parisian perfume. 

Riding beneath the young lady is another passenger also bound for Paris. But 
this passenger rides in a dark cavernous section of the plane, jostled to and fro 
by other passengers. No comfort, no champagne and no perfume. And why 
should there be? After all this passenger is only a humble sack of mail. But 
there’s nothing humble about its fare, $1,578. And who foots the bill? Unele 
Sam. 
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In other words, the way the airlines figure it passengers go to Europe for about 
70 cents a ton-mile. But letter mail travels the same route at a cost to the Gov- 
ernment of $2.40 per ton-mile. 

The Post Office Department is currently running a larger deficit on foreign 
air mail ($50.9 million) than on domestic ($35.5 million). One of the reasons 
why the international deficit is so large is that at present the cost of hauling 
international air mail is not based on actual transportation costs but is part 
of a conglomerate fee paid out by the Post Office Department to the airlines to 
cover both mail pay and subsidy. 

Since VJ-day (according to a recent Comptroller General’s report) the Post 
Office Department has paid the mail-carrying airlines a total of one-half billion 
dollars. How much of this has been subsidy? 

The Chairman of the Civil Aeronautics Board in a conservative estimate places 
the figure between $150,000,000 and $200,000,000, The vagueness of this estimate 
by an informed public official is a rough indication of the taxpayer's total ig- 
norance of what is being done with his “air-mail dollar.” Clearly the time has 
come for a clean separation between what is subsidy and what is pay for carrying 
the mails. 

A partial remedy is now under consideration by a Senate committee. This 
is the Johnson bill, 8S. 436. Under this bill as amended the Federal Govern- 
ment would not be relieved of the subsidy burden. But at least the Post Office 
would be relieved of paying mail pay and subsidy in one lump fee. Under the 
bill subsidy would be separately determined and paid separately by the Civil 
Aeronautics Board. Then at least the taxpayer might be able to see what's 


what. 


Excerpts From FRANK EDWARDS’ Broapcast, Sepremper 19, 1951, Murvatr 
BROADCASTING SYSTEM 


WasniIncron— The Sevate i: worling fev rishly to wind up i's affa'rs for the 
season not later than October 15. lout in their Luste tue reaciionarics are not 
overlooking any opportunities to pour out additional millions from the Public 
Treasury into the pockets of the special interest groups. Here is today’s expen 


sive story ... anda preview of what is still to come: 
This afternoon the Senate passed the bill which provides lush new subsidies for 
the airlines . .. or at least for the biggest airlines. This measure guarantees 


certain airlines that they will get hundreds of millions of dollars of public money 
Senator Paul Douglas tried to induce the Senate to end the costly practice where- 
by the Government pays the airlines four times as much per pound for carrying 
overseas mail as the airlines charge for carrying passengers. The Senate re- 
fused to end the practice .. . and instead, approved the amendment by Senator 
McCarran, Nevada Democrat, which assures the airlines that the subsidy pay- 
ments will continue for at least 5 years for the overseas airlines ... and 3 
years for the domestic lines. 

Your tax dollars are used to build the airports .. . and through these subsidy 
deals . . . more of your tax dollars go to pay the airlines to operate between 
the airports which you built for them. 

It was such an obvious fraud on the American public that the Senators who 
voted in favor of it declined to have their yotes recorded so that you could see 
exactly who was responsible. 

The airline subsidy grab now goes to the House, which has an opportunity to 
reject the measure . . . and let the airlines operate under a system of free enter- 
prise . . . instead of free public money. 

In connection with the airline hand-out bill approved by the Senate this after- 
noon, it is worth noting in your little black book that this measure contains two 
dangerous and costly jokers. As Republican Senator George Aiken of Vermont 
pointed out this afternoon, the bill encourages monopoly by using public funds 
to support Pan American Airways and TWA on overseas flights .. . and spe- 
cifically denying support to any lines which might want to compete with them. 

The other joker aimed at your pocketbook is this: The Senate approved a man 


datory 5-year extension of the subsidy payments for overseas airlines ... and 
3 years for domestic lines. That means that the Senate is willing to commit 
this Nation to spending that money for 3 to 5 years in the future .. . instead 


of permitting succeeding Congresses to make their own decisions. 

It looks to me like Congress is anxious to give away everything it can while it 
has the chance . . . realizing that the outraged public which pays the bills must 
be faced next year. 
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[From the Boston Herald, Wednesday, September 12, 1951] 
OvuT IN THE OPEN 


Among the many side-tracked proposals of the Hoover Commission the one 
of which delay is perhaps least excusable is that to bring air-mail subsidies 
out of hiding by separating them from regular Post Office payments to the mail 
carriers, 

This reform, which has been before Congress in one form or another for many 
months, is essentially an accounting measure inasmuch as subsidies would still 
be paid after the Post Office was relieved of the red-ink item. But the sub- 
sidies would be out in the open, requiring their own appropriation, and it is 
reasonable to hope that this would encourage savings in the long run. 

The measure was passed by the House last year but did not become law before 
adjournment. Now the upper Chamber is taking it up in the form of Senator 
Johnson's 8. 486 and every effort should be made to push it through to comple 
tion in the present Congress. 

Opposition to the measure appears to be limited to the small airlines, who 
would prefer to keep their Federal assistance hidden in the labyrinth of the 
Post Office appropriation. The larger lines are now virtually independent of 
subsidy. But inertia is on the side of the few who want nothing done. 

The principle of air-mail subsidy separation has now been endorsed by the 
President, the Secretary of Commerce, the Postmaster General, the Budget 
Bureau, and the House of Representatives, as well as by innumerable private 
groups and individuals. It will be strange indeed if it does not get translated 
into law this year. 

The Senate should get out in the open on the question of opening air-mail 
subsidies to public scrutiny. 


[From the Boston Herald, Friday, September 14, 1951] 


The Mail Bag 
IKENNEDY ON SUBSIDIES 


To the Eprror oF THE HERALD: 

As author along with Congressman Heselton of the bill which passed the 
House last year, I am very glad you are again backing the separation of the 
hidden airline subsidies from mail pay. 

However, you stated that “opposition to the measure appears to be limited 
to the small airlines.” 

The facts are that the Washington representatives of the five biggest air- 
lines have been very active sponsoring amendments designated to weaken the 
bill so they can continue to draw hidden subsidies from the Post Office. For 
example, Pan American Airlines, which received $30,000,000 from the Post 
Office last year, is getting for itself an améndment in S. 436 under which they 
will continue to get as much if not more from the Post Office, plus 10-year direct- 
subsidy contracts without reduction on top of that. 

You also stated that “the larger airlines are vitually independent of subsidy.” 

Actually, the four biggest domestic airlines have been taken care of in an- 
other amendment in S. 436 which gives them the same rate of mail pay they are 
getting now. What they are getting now is by admission of the CAB based 
on “What the Big Four carriers have agreed to accept.” It is not based on the 
cost of mail services actually rendered, and therefore continues to include 
subsidies 

If all of us got paid by the Government on the basis of what we'd “agree to 
accept,” we'd all be rich. 

The stakes involved in this separation reform are high. According to the 
Comptroller General, since V-J day over one-half billion dollars has been 
paid out to the airlines under the misleading label of “air-mail pay.” 

Of this enormous sum, no one knows how much is hidden subsidies for the 
airlines (both the big and the small airlines) and no one knows how much 
is compensation for mail services actually rendered. 

Unless really effective separation legislation is enacted, millions more of your 
dollars will be poured out to the airlines in hidden subsidies, and the results 
for you will be higher taxes. 

Representative JOHN F. KENNEDY. 


WasntIneton, D. C. 
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{From the Washington Post, Tuesday, September 11, 1951] 
Aik MAIL AND SUBSIDIES 


While Congress is voting on various proposals to raise postal rates, the Senate 
has a chance to strike a real blow for reduction of the postal deficit. That is 
to pass, without watering, the Johnson bill to separate sums paid to the air- 
lines for carrying air mail from the sums paid them in governmental subsidy. 
To be sure, S. 436, as amended, would not relieve the Government of the burden 
of airline subsidies. But it would remove this millstone from the neck of the 
Post Office Department, which has been paying a conglomerate fee for mail pay 
and subsidy. Under the bill subsidies would be determined separately from mail 
rates and would be paid separately by the Civil Aeronautics Board. 

The Senate bill is not ideal, even in the determination of domestic mail rates 
For example, it contains a good deal of loose language such as the provision 
that mail rates “shall be based upon” (instead of “shall not exceed”) cost plus 
fair return. But the bill does give the CAB leeway to modify rates and set 
standards for compensation without further legislation. It also provides that 
no new certificates for carrying the mail shall be issued, nor any extensions 
of present service approved without the sanction of the Postmaster General. 
Although the standards for seprate subsidy determination are vague, especially 
in the national-defense feature, the bill does provide that the existence of an 
airline certificate “shall not be deemed conclusive” justification for subsidy. 
That should give the CAB a weapon in insisting upon efficient management. 

Where the bill falls down, rather badly in our opinion, is in setting up a dul 
standard for international carriers which completely ignores the cost factor in 
mail rates. It sets as a floor the amounts paid to foreign carriers for handling 
the mail. and as a ceiling the Universal Postal Union rate of $2.86 a ton-mile. 
The ceiling rate would be approximately three times the rate charged passengers 
und nearly seven times that assessed freight and express. In other words, the 
bill would continue to hide large amounts of subsidy in the guise of mail pay 
Yet the bill would authorize still further subsidies. Obviously the concept of 
subsidy separation has been clouded here, and the bill needs to be amended to 
relate international mail payments to cost. 

None of these objections is a valid reason, however, to delay consideration 
of a move that has been batted around like a tennis ball the last 2 vears. What 
the Senate can do is place the principle of subsidy separation on the record 
and tighten up the loopholes of the present bill to identify subsidies clearly 


From the Washington Post, Saturday, September 8, 1951 
Air Matt Supsiwy 


The Senate Commerce Committee has now reported out a bill for the separa 
tion of air mail pay from subsidy which in two respects represents a vast im- 
provement over the measure originally drawn up by the committee's staff. First, 
the requirement that any air carrier’s requests for subsidy be presented in the 
form of bills for services to various communities on its system has been elimi- 
nated from the bill. 

Apparently all that remains of the “community approach” developed (at great 
cost in time and money) by the committee’s staff are provisions (a) that affected 
communities be given notice and hearing in any proceeding where the continued 
subsidization of their air services is at issue, and (b) that prompt abandonment 
be authorized for services whose continued support is found to be unnecessary 

The second improvement is that the mail rates to be fixed by the statute can 
at any time be modified by the board, instead of remaining inviolate and in- 
flexible for a period of years. 

However, the rejoicing that should accompany these developments has to be 
seriously qualified. The new bill, like its ill-fated predecessor, is not confined 
to the separation of mail pay from subsidy, but contains a new declaration of 
policy regarding direct subsidization of certificated air transport companies. 

The new declaration differs from the present act in the following respects: (a) 
fulfilling the requirements of the postal service is no longer mentioned as one of 
the objectives of subsidization; (b) “the introduction of new and improved types 
of commercial aircraft” and the promotion of “the economic development * * * 
of the United States” are newly included among the purposes of subsidy; and 
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(c) instead of satisfying the needs of the “commerce” of the United States, the 
subsidy is henceforth to “promote [its] air commerce.” The promotion of “the 
national defense’—without further elaboration—is one of the purposes for sub- 
sidy stated in the new bill; apparently this merely replaces similar language in 
the act as it stands. é 

What the actual effect of this new policy declaration would be is problematical. 
Like the present law, it gives completely inadequate guidance to the Board in 
determining the amount and distribution of the subsidy, and could easily be 
construed as sanctioning the continuance (and extension to nonmail carriers) 
of the cost-plus basis. In addition, the new reference to “economic development” 
could especially in the light of the bill's legislative history, be taken as a mandate 
to bolster the fortunes of certain localities by providing to them nonpaying air 
services at the taxpayer's expense. 

Above all, the replacement of the present law’s vague phrases by others just as 
vague is no substitute for the thorough reexamination of the support policy 
which is long overdue. Until this reexamination is effected, no good can come 
of tinkering with the statutory language. 

As for the separation provisions themselves, the major defects are two: (a) 
failure to release the Postmaster General from his present position as “captive 
customer” for airline services certificated by the Board to carry the mails and 
(b) the special treatment accorded carriers engaged in foreign transportation 
of mail, A major source of subsidy in present air-mail payments is the Post 
master General's obligation to use—and therefore to pay for—certificated air 
services whose value in terms of improvement of the mail service is far below 
their necessary cost to the Post Office Department. Thus the bill rightly provides 
that no new all-mail service can be certificated unless the Postmaster General 
approves. But with respect to existing vwll-mail as well as any mixed commercial 
and mail services, the Department is still on the hook. 

The problem of separation is precisely the same for foreign as for domestic 
transportation. No good reason has been advanced for the bill’s extraordinary 
treatment of the former, which includes an arbitrary floor on mail rates equal 
to the rate charged to the United States by foreign air transport companies 
for “similar service.” 

Despite the shortcomings of the committee's bill, there is no need further to 
delay the enactment of a separation measure. The problem has certainly re 
ceived sufficient study to permit the formulation and passage at this session of 
Congress of a law providing for a genuine separation of subsidy from mail pay 
in both the foreign and domestic fields without attempting to deal with the much 
broader problem of the proper aims and methods of the support program. 

LuUcILE SHEPPARD Krys 

WASHINGTON. 





ExcerP?s From FrRaNnK EpWakps’ Broapcasts, Aueust 7, 1951, MuTuat 
BROADCASTING SYSTEM 


CaprroL Hitt... Special . . . Tomorrow the Senate Interstate and Foreign 
Commerce Committee is expected to hand another lemon to the taxpayers of 
America. The committee is to vote on a bill which would separate the outright 
subsidies from the actual amounts the airlines are paid for hauling mail. This 
makes sense .. . since it would enable the citizens to see how much the airlines 
are actually getting out of the public till... and for what. 

That bill has the support of the AFL and other organizations . . . but don’t 
be surprised if the Senate Interstate Committee sidetracks that bill in order 
to throw its support to another. This substitute measure is a batch of double 
talk designed to perpetuate the present costly and wasteful system of subsidizing 
the airlines through hidden payments. 

Here is how it works . . . at your expense. 

When a passenger buys a ticket on one of the plush trans-Atlantic planes, for 
example, that passenger is charged at the rate of 70 cents per ton-mile. But the 
Post Office Department has to pay the airline $2.86 per ton-mile for hauling the 
mail... Which means that the airlines gouge Uncle Sam by charging four 
times as much for hauling a letter as for hauling a passenger. That boosts your 
tax bill . . . and drains the funds of the Post Office Department. 

Net result is higher taxes, lower standards of postal service . . . and higher 
profits for the airlines. 
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The Senate Interstate and Foreign Commerce Committee can support the bill 
which would correct this . . . but Iam advised that they will refuse and support 
the other bill which continues to permit the airlines to drain the public till. 


, 


{From the Pathtinder News Magazine, July 25, 1951) 
UNITED STATES AIRLINES: CAB Is UNpver Fini 


America’s air transport system has grown fivefold in the past 13 years. But 
experts say America doesn’t have enough cargo planes to airlift more than one 
Army division in a pinch. The United States has a luxury tleet—keyed (at a 
cost to taxpayers of $130,000,000 a year) to passengers with incomes above 
$10,000, such plush freight as orchids and manufacture of planes with built-in 
bars. 

Congress last fortnight heard the Civil Aeronautics Board blamed—because it 
held down competition and subsidized losses. The coddling necessary to the 
infant industry, reformers argued, is keeping it fat and lazy in adulthood. 

Subsidies: Witnesses before the Senate Commerce Committee wanted CAB to 
account for subsidies. The Post Office now pays these as part of air-mail costs 
Put CAB sets the amounts. (These varied last year from 4 to 27 percent of each 
airline’s total revenue.) And since the Board doesn’t justify the rates, not even 
its own members know how much subsidy was hidden in last yeur’s Post Office 
outlay of $187.9 million on air mail. But the Post Office air-maill loss of $86.4 
million Was one reason for fewer mail deliveries each day. 

Subsidies were originally designed to keep open profitless but necessary routes 
(Northwest ran in the red for 10 years, became a lifeline to Alaska the day afte 
Pearl Harbor.) They made up operating losses plus a profit of 7 to 10 percent 
And with profits guaranteed, airlines could afford less justifiable outlays—say to 
sidetrack bills to bring CAB grants into the open. 

Now, after 2 years, a measure to separate subsidy from mail pay seems likely 
to pass. So CAB has cut some mail rates (to only double the commercial freight 
charge). But it is still ducking the searchlight of a separate appropriation. 

Competition: Meanwhile, the Senate Small Business Committee has told CAB 
to allow competition. Since the war, the nonscheduled airlines have shown u 
profit at half the standard fares, a quarter the usual freight rates, by flying only 
when and where it pays to go. And a 66-percent increase in their passenger tratlic 
last year proves a big new market for air speeds at railroad fares. 

Independent of Federal aid, the nonskeds are a threat to CAB’s unquestioned 
rule of the air industry. The Board says quick-profit businessmen have intro 
duced sharp practices that call for regulation. 

The latest CAB ruling on nonskeds, however, would have killed them all—by 
a crippling limit on flights. The Senate Small Business Committee has warded 
that off. The Board, however, has a reserve of legal tricks. And new legisls 
tion may still be needed before free competition can work its magic on prices and 
services in the air. 


[From the Washington Post, Saturday, July 14, 1951] 
Arr Matt PAy AND SUBSIDIES 


As long-time advocates of lecislation for effective subsidy separation, we were 
amazed to read in. the July 10 Washington Post a story—put out by the Civil 
Aeronautics Board—headlined “Air mail pay is separated from subsidy.” 

These headlines inspired by the Civil Aeronautics Board are very misleading. 
Actually the Civil Aeronautics Board has not solved the separation problem at 
all. 

The CAB story seems designed principally to take the heat off itself generated 
by the sizzling report just released by Senator Sparkman’s Small Business Com- 
mittee, calling for subsidy separation. 

The CAB story seems designed to mislead the taxpayers who are asking more 
and more “How much subsidy to the airlines is hidden in the 125 million dollars 
a year of so-called air-mail pay?” 

The solution which the CAB outlined in their letter of July 9 to the Senate 
Interstate and Foreign Commerce Committee is no solution at all. 
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(1) Instead of setting a mail rate on the basis of cost of service rendered, as 
called for by President Truman, the CAB has set a rate on the basis of what, 
by their own admission, “the Big Four carriers have agreed to accept.” The rate 
they have agreed to accept—t3 cents per ton-mile for the past and 45 cents for 
the future—still includes within that rate a great deal of subsidy. 

This unhealthy mixture of mail pay and subsidy cannot be corrected until legis- 
lation is passed which will provide that compensation be based on the cost of 
service rendered and not what happens to be mutually agreeable to the CAB 
and some of the big airlines. 

(2) The “solution” put out by the CAB applies to only four of the 50 airlines 
in the United States now receiving the 125 million dollars of annual “airmail 
pay,” and does not include any of the United States international airlines which 
get at least half of the mail subsidy. Therefore, until the subsidy separation 
applies to all airlines, including the United States international airlines, the 
CAB solution is very incomplete compared to the recommendations of President 
Truman and the Hoover Commission. 

(3) The CAB’s “administrative separation” does not provide for separate and 
open appropriations for airline subsidies as recommended by the President and 
the Hoover Commission, and by failing to do so, denies the taxpayer the oppor- 
tunity to approve or disapprove these hidden subsidies. 

The subsidy separation plan proposed by the CAB does not do the job that 
needs vitally to be done and by misleading the public into thinking that the 
problem has been solved, the CAB has hurt the chances for enactment of legis- 
lation by the Congress that is necessary if this reform is to become a reality. 

While in a less publicized statement the CAB Chairman admitted legislation 
was necessary, the same CAB has proposed to Congress amendments of such a 
crippling nature that separation under the amended bill would be just as in- 
effective as the CAB administrative solution. °* 

We agree with the Vost editorial of July 8 entitled “Let the Public Know,” 
that the best solution is passage of S. 436 without weakening the requirement for 
full and public allocation of airline cost and without special exemptions for any 
airline. 

Many people who read your July 10 story have thought that this bill has 
been passed. 

It hasn't, and we want the many public-spirited groups and persons who 
have advocated the subsidy separation bill to know that fact, so there will be no 
let-up in the efforts of all interested citizens to get this reform enacted. 

JOHN IF. KENNEDY, 
Representative from Massachusetts. 
LANGDON P. MARVIN, Jr., 
Citizens Committee for Subsidy Separation. 
CHARLES H. SLAYMAN, Jr., 
National Legislative Director, AMVETS. 
JAMeEs F, Horst, 
Transport Workers Union, CIO. 


[From the New York Times, Friday, July 13, 1951] 


SUBSIDIES TO AIRLINES—CIVIL AERONAUTICS BoaRD CRITICIZED FOR HANDLING OF 
PROBLEM 


To the Eprror oF THE New York TIMEs: 

As long-time advocates of legislation for effective subsidy separation, we were 
amazed to read in the July 10 Times a story—put out by the Civil Aeronautics 
Board—headlined “Hidden subsidies to airlines ended.” 

These headlines inspired by the Civil Aeronautics Board are very misleading. 
Actually the Civil Aeronautics Board has not solved the separation problem at all. 

The CAB story seems designed principally to take the heat off itself generated 
by the sizzling report released July 10 by Senator Sparkman’s Small Business 
Committee, calling for subsidy separation. The CAB story seems designed to 
mislead the taxpayers, who are asking more and more: “How much subsidy to 
the airlines is hidden in the $125,000,000 a year of so-called air-mail pay?” 

The solution which the CAB outlined in its letter of July 9 to the Senate Inter- 
state and Foreign Commerce Committee is no solution at all. 

1. Instead of setting a mail rate on the basis of cost of service rendered, as 
called for by the President and the Hoover Commission, the CAB has set a rate 
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on the basis of what, by their own admission, “the Big Four carriers have agreed 
to accept.” The rate they have agreed to accept—45 cents per ton-mile—still 
includes within that rate a great deal of subsidy. 


BASIS OF COMPETITION 


This cannot be corrected wntil legislation is passed which will provide that 
compensation be based on the cost of serviee rendered and not what happens 
to be mutually agreeable to the CAB and some of the big airlines. 

2. The “solution” put out by the CAB applies to only 4 of the 50 airline car- 
riers in the United States now receiving the $125,000,000 per year air-mail pay, 
and does not include the United States international airlines, which get at 
least half of the mail subsidy. Therefore, until the subsidy separation applies 
to United States international airlines the CAB solution is very incomplete 
compared to the recommendations of President Truman and the Hoover Com- 
mission. 

3. The CAB’s “administrative separation’ does not provide for separate and 
and open appropriations for airline subsidies as recommended by the President 
and the Hoover Commission and the New York Times editorials of August 3, 
1949; April 10, 1950; May 4, 1950; July 29, 1950; and November 19, 1950; and by 
fuiling to do so denies the taxpayer the opportunity to approve or disapprove 
these hidden subsidies. 

The subsidy separation plan proposed by the CAB does not do the job that 
needs vitally to be done, and by misleading the public into thinking that the 
problem has been solved lessens greatly the chances for enactment of legislation 
by the Congress that is necessary if this reform is to become a reality. 

Joun F. KENNEeEpy, 
Member of Congress. 
LANGpon P. Marvin, Jr., 
Citizens Committee for Subsidy Separation. 
CHARLES H. SLAYMAN, Jr., 
National Legislative Director, AMVETS. 
James F. Horst, 
Transport Workers Union, C10. 
Wasuineton, July 10, 1951. 


{From the New York World-Telegram, July 13, 1951] 
ArR-MAIL PAY, SUBSIDY HELD Nor Yer Serriep 
(By James Daniel, Scripps-Howard staff writer) 


WASHINGTON, July 13.—Representative John F. Kennedy (Democrat, Massa- 
chusetts) today called the recent flurry of praise for the Civil Aeronautics Board 
for having solved the problem of air-mail subsidies “more than a little pre- 
mature.” 

CAB now dispenses mail-pay subsidies in one allotment without differentia- 
tion. Donald W. Nyrop, Chairman, this week wrote Senator Ed C. Johnson 
(Democrat, Colorado) that the four largest domestic airlines had agreed to 
accept smaller mail payment and that it was working on similar administra- 
tive separations of subsidies for other inside United States and international 
lines. 

The CAB letter was made public while Senator Johnson, as chairman of the 
Commerce Committee, was hearing airline appeals for a more lenient subsidy 
separation bill than the one passed last year by the House. The letter inspired 
such headlines as, “Air-mail pay is separated from subsidy” and “Hidden sub- 
sidies to airlines ended.” 

“Neither conclusion is justified,” Mr. Kennedy said, “and I am unable to under- 
stand how the impression got out unless it was somebody's purpose to give the 
impression that the subsidy question at last had been solved in order to hinder 
getting a genuine separation bill from the Senate. 

“Actually,” he continued, “the Hoover Commission recommended that airline 
subsidies should be separtely appropriated by Congress, to give the public a 
chance to see what it is buying for its money, and that the mail pay should be 
based on what it costs the airlines to carry mail. 

“The CAB seems to want only a separation on its own books and without, as 
far as I can find out, any disclosure of actual costs. Instead of proposing to 
pay airlines on the basis of their costs—as President Truman also recom- 
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mended—the CAB makes the test of what is earned mail pay for the Big Four 
what they are willing to accept. This is strange rate making. 

“It is true that the 45 cents which the Big Four carriers (American, Eastern, 
TWA, and United) would receive is less than the 63 cents they have been getting. 
But it is nearly twice their average return of 23 cents per ton per mile for freight 
and express. Considering they have to have salesmen go out and get freight 
and express business while mail is handed to them by the Post Office, a mail rate 
nearly twice the rate for their other nonpassenger cargo must still contain 
a lot of subsidy,” Mr. Kennedy said. 





{From the Omaha World-Herald, July 11, 1951] 
SUBSIDIES AND AIRLINES 


The Civil Aeronautics Board says it is going to put a stop to “hidden subsidy” 
payments to airlines. 

Henceforth, says the Board, air-mail payments will be made to the lines on 
the basis of what air-mail service is worth. If additional subsidies are needed 
to keep some of the lines in operation, the subsidies will be plainly labeled; the 
taxpayers will know how much of their money is being spent for service, and 
how much for gifts. 

So far, so good. 

But the CAB hasn’t yet gone far enough. It should reexamine the whole 
subject of airline subsidies, 

The theory behind subsidies is that prosperous and efficient airlines are 
important to the national defense. There is point to that contention. But the 
question is: Do subsidies make for permanent prosperity and real efficiency? 

The history of the nonscehduled (nonsked) airlines offers some oblique 
evidence on that point. 

Nobody pampered or subsidized them. 

They are chiefly a postwar development, many of them started by Air Force 
veterans with little capital but considerable flying know-how. In the early 
years some of them made a bad safety record, but recently they have done much 
better. According to Washington dispatches, they have not had a fatal accident 
in 2 years. 

There are 50 nonskeds in operation today—the tough survivors of a large field. 
They don’t give the same high-class service that the regular airlines do, but they 
give the public what it wants and is willing to pay for. And some of them at 
least make money. 

So far as service to the national defense is concerned, the nonskeds need not 
be ashamed of their record. They are carrying 60 percent of that part of the 
Korean airlift which has been contracted to commercial companies. They car- 
ried 50 percent of the commercial part of the Berlin airlift. 

It is not our purpose here to make invidious comparisons. The scheduled and 
nonscheduled lines are in different fields. 

Our point is simply this: 

The nonskeds have proved that it is possible to provide a kind of flying service 
the public wants and is willing to pay for, without subsidy. And also that it is 
possible for a self-sustaining air industry to be of considerable military use to 
the Republic in time of trouble. 

As a matter of fact no industry can consider itself soundly prosperous so long 
as its operations are based on hand-outs. The airlines themselves would be better 
off if they would make up their minds to give up subsidies, agree to accept a fair 
rate on air mail—and then go out and make money by carrying people and 


merchandise. 
Some of the big airlines already are on their own. All of them ought to be. 


[From the Watertown Daily Times, Tuesday, July 10, 1951) 


THE AIRLINE SuBSIDIES 


A proposal before Congress would separate the mail pay now received. by 
scheduled airlines from the outright subsidies they now receive from the Gov- 
ernment. As matters stand today, the airlines receive a lump sum mail pay 
and subsidy. The separation proposal is embodied in some six bills which the 


Senate Commerce Committee is now studying. 
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A spokesman for the scheduled airlines appeared Monday before the com- 
mittee and urged that the legislation be enacted. He is Stuart G. Tipton, general 
counsel of the Air Transport Association of America. The point he made was 
that the public should know how much each scheduled operator received as 
compensation for carrying the mails and how much in unearned subsidy. 

The legislation: has merit. The airline subsidies threaten to become a 
national scandal. There is more than a little truth to the charge that present 
Civil Aeronautics Board policy tends further to enrich the rich and further to 
impoverish the poor—the “rich” and the “poor” in this instance being the 
scheduled and the nonscheduled airlines. 

It is true, of course, that safety is a factor and that, in this particular, the 
scheduled airliners have an edge on the “nonskeds.” But even so, the CAB’s 
thinking seems biased toward the haves as against the have nots. 

The public has every right to know who is subsidized and to what extent. After 
all, it is paying three ways—for mail transport, in subsidies, and in fares. 





{From the Washington Daily News, Wednesday, July 11, 1951] 
VISIBLE SUBSIDIES 


Hidden Government subsidy payments to mail-carrying airlines are being 
ended, the Civil Aeronautics Board has told Congress. 

Rates the Post Office Department pays such airlines are fixed by the CAB, 
and for years have been fixed high enough to provide them with subsidies. 

But CAB policy has been to lump subsidy grants together with actual com- 
pensation for carrying airmail, making it practically impossible to discover 
how much of the payments—now totaling about $150,000,000 a year—represented 
subsidies and how much real air-mail costs. 

One Hoover Commission recommendation for postal reorganization was that 
airmail and snbsidy payments should be clearly separated and that subsidy 
money should be openly apprepriated by Congress from tax funds, instead of 
being concealed in the Post Office deficit. Only so, the commission said, cou'd 
the President, Congress and the public know the amount of subsidies. 

The CAB is now acting in line with that recommendation. 

The so-called Big Four airlines—American, Eastern, Trans-World, and United— 
which carry about 80 percent of the Nation’s air mail, have agreed to a large 
reduction of their rates and to refund some $5,000,000 from )). yments received 
in recent months. Apparently, they are giving up most, if not all, of their 
subsidies. If they or other lines continue to get subsidies the amounts will be a 
matter of public record. Savings to the taxpayers are estimated at $6,000,000 
a year. 

It all seems to represent a good and long-needed reform. The pity is that 
it’s only one relatively small item in the half of the Hoover Commission's pro- 
gram on which President Truman and Congress have not acted. 

That neglected half offers many opportunities for much larger savings to the 
taxpayers and for great increases in Government efficiency. But neither Mr. 
‘Truman nor the present session of Congress seems intersted in doing anything 
much abont those opportunities. 


> [From the Washington Post, Sunday, July 8, 1951] 
LET THE Pustic Know 


For a matter that is seemingly simple in concept, the long-stymied effort to 
separate mail pay from subsidies to airlines has encountered an unbelievable 
amount of trouble. Two years ago the Hoover Commission emphas'zed that 
the Post Office Department ought no longer to be saddled with the burden of 
paying subsidies above the actual cost of carrying the mail. The idea of sep 
aration has been supported by many national groups, with the thought not of 
ending subsidies but of identifying them and divorcing them from the postal 
deficit. Air-mail pay currently is costing the post office $140 million annually, 
with the subsidy estimated vaguely at anywhere from $40 to $70 million of this. 

Yet every move to accomplish the separation has ground to a standstill, despite 
the fact that a separation bill finally passed the House last session. Right now 
there are no fewer than six contradictory bills bearing on air subsidies in the 
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Senate alone, four of them bearing the name of Senator Edwin C. Johnson, 
chairman of the Interstate and Foreign Commerce Committee. 

The best of the lot is S. 436, introduced by Senator Johnson. It would require 
the Civil Aeronautics Board to set rates for carrying the mail (to. be paid by 
the post office) at reasonable and necessary ¢osts to the carriers, including 
fair return. Beyond this the CAB would be empowered to grant subsidies suf- 
ficient to enable carriers under “‘honest, economical, and efficient management” to 
serve the needs of defense, commerce, and the postal service. The burden of 
proof would be on the carriers. 8S. 436 also would require the CAB to prescribe 
standards for accounting as well as to make a comprehensive study and report 
to Congress by April 1, 1952, estimated sums necessary to cover air mail and 
subsidy during fiscal 1953. 8S. 1137, introduced by Senator McClellan with 16 
other Senators, would accomplish the same ends with a little tightening. 

Two basic questions are in controversy—how to determine cost allocations 
and whether to include international routes. Several of the bills are silent on 
the first point. The fact is, however, that no one knows precisely what it costs 
to carry the mail, or whether the present “service” rates are fair, and any 
subsidy separation which omitted a determination of costs would be a mockery. 
Loose accounting might make possible the transfer of other costs to mail 
charges—as, for example, the burden of uneconomically low freight rates. Such 
shenanigans as recently disclosed in the indictment of an airline president 
for misusing company funds (supplied in part by the taxpayers) indicate the 
need for rigid accounting. 

With respect to international routes, the principal argument raised against 
inclusion of them in the separation is that disclosure of subsidies might result 
in a rate war. American international carriers, however, now tax approxi- 
mately half the sums expended in mail pay, and any separation would be only 
half complete without including them. Moreover, it is hard to see how dis- 
closure would hamper their competition with foreign airlines, most of which 
are nationalized or heavily subsidized. 

To favor the absolute separation of subsidies from mail pay and the payment 
of subsidies by separate appropriation is not to oppose subsidies as such. ‘The 
airlines furnish services of great value to the national interest, and where sub- 
sidy is justified it ought to be paid. But Congress and the public have a right 
to know what is being paid, as the only check on the efficiency and worth of 
subsidized services. In the long run well-managed airlines would benefit by 
having their subsidy payments made an open book. 


[From the Washington Post, June 29, 1951) 
Eruics 1N GOVERNMENT 
(By Marquis Childs) 
AIRLINES AND CAB 


“Never give a sucker a break.” That was the way one of the night club queens 
of the roaring twenties greeted her customers. In this préSent era of roaring 
prosperity, fed by Government billions laid on with a fire hose, it sometimes 
seems as though that greeting could be paraphrased, “never give the taxpayer a 
break.” 

Here is another example of the curiously close relationship between the com- 
mercial airlines, heavily subsidized through the present system of mail pay, and 
the Civil Aeronautics Board which was created to regulate the industry. It is 
increasingly difficult to tell whether the CAB works for the public or the air- 
lines. 

Although no official information was put out about it, news stories have told 
recently about CAB’s investigation into Colonial Airlines and its president, 
Sigmund Janas, Sr., and one of its vice presidents, A. M. Hudson. These stories 
weer obviously based on the “leak” of a bill of particulars prepared by CAB 
after a lengthy investigation into the affairs of Colonial. 

This doeument tells an extraordinary story of how the funds of the company 
were used in a variety of ways by Janas allegedly for his own personal profit. 
It details the use of funds to pay for jewelry, groceries and clothing in connec- 
tion with Janas’ luxury apartments in New York and Washington and his pa- 
\atial home in Bermuda. Colonial funde-tetaling more than.$50,000 were used 
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to speculate in Canadian dollars and kick-backs were reported from advertising 
agencies and other performing services for the line. 

Altogether CAB accountants are reported to have been unable to trace through 
norma! accounting procedures nearly $25,000, If the funds had been contributed 
by stockholders to a private firm, this might not be noteworthy. But it happens 
that Colonial gets the second highest mail pay rate of any airline. 

This means that its subsidy from the Federal Government is proportionately 
larger than that of any other line and consequently a considerable part of the 
money alleged to have been diverted to company officers was furnished by the 
taxpayer. Colonial is an efficiently run airline operating between New York and 
Washington and Canada and Bermuda but the routes it flies are uneconomic in 
relation to the passenger load. 

What the news stories did not show was that the CAB apparently entered into 
a deal with Janas under which he would plead nolo contendere (no contest) to 
charges brought in Federal Court in New York based on the bill of particulars. 
He would resign as president of the company, the direction of which would be 
taken over by an executive committee of three and a new president, Alfons 
Landa, a partner in one of the big law firms that Janas retained. This is the 
firm of Davies, Richberg, Beebe, Landa & Richardson in which former Senator 
Millard Tydings of Maryland has become a partner. Janas would pay into the 
company immediately $25,000 and sign a note for $50,000 to be paid over 5 years, 
retaining a position only as “consultant” to the executive committee. 

But knowledgeable observers who have studied this set-up believe that Janas 
would continue to exert the real authority in the company. Landa is inexpe- 
rienced in airline operation. One member of the proposed executive committeee 
is a long-time associate of Janas. Another member, L. Orville Cameron, was, up 
until June 1, an air-transport examiner with the Civil Aeronautics Board. 

Senator Paul Douglas (Democrat, Illinois) is holding a series of hearings on 
ethics in government. If the Douglas committee wants a case history that has 
just about everything, here it is. There is the cozy relationship between the 
firm to be regulated and the regulating agency with a convenient movement of 
employees back and forth between company and agency. And here are the im- 
pressive law firms retained as part of the Washington front of influence and 
prestige. (One of the firms retained in the past by Colonial is Steptoe & John- 
son, in which former Secretary of Defense Louis Johnson is a senior partner. 

It all adds up to pretty penny. And it is John Q. Taxpayer who picks up the 
tab in season and out. 


Mr. Wotverron. Mr. Chairman, may I ask if this brief entitled 
“Air Mail Subsidy Separation,” by Langdon P. Marvin, Jr., has been 
offered? I do not suppose it would be possible to make it a part of 
the record because this is rather extensive, but I do feel that it should 
at least be offered as an exhibit of the committee in the hearings that 
we have held. I would assume that when this matter comes to the 
floor and there is a discussion it might be helpful td some of us at least 
to be in a position to bring to the attention of the House this material 
that was presented to us as a committee during the hearings. 

Mr. Beckworrn. That will be available. I think that you gave 
each one of the members this publication “Air Mail Subsidy Separa- 
tion,” and IT think the members have it, and a copy will be available 
to the committee. 

Mr. Wotverron. What I am suggesting now is that it be received as 
offered and as an exhibit. And filed with the committee. 

Mr. Becxworrn. I assume, Mr. Marvin, you will have a good deal 
of information along the same line that you may want to file with the 
committee as part of the exhibits that the committee will possess in 
regard to this legislation. 

r. Marvin. I appreciate it, there is just the material that I asked 
permission te msert in the record here, and TI will—— 

Mr. Beexworrn. I do not know how much: it is, and may TF put it 
this way, within the bounds of reason we will certainly permit you to 
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insert what you wish, and then if we feel that we should not insert it 
we will permit it to remain with the committee as an exhibit or parts 
of exhibits. 

Mr. Marvin. May I just say in conclusion that I very much appre- 
ciate the fine work that you, Mr. Beckworth, and Congressman Wol- 
verton and Mr. Crosser and all the other members of this committee 
have done and the facts are now all in. You have done a wonderful 
job before and we have the greatest confidence that you will again. 

Mr. Wotverrton. I am glad that you included sO pout’ ah of the 
committee because the truth of it is that other members of the com- 
mittee have worked hard, even though there may have been differing 
viewpoints. 

Mr. Tieron. Mr. Chairman, I had three papers that I wanted to 
request the committee to receive in the record. One of them deals with 
the question that has been so frequently asked by members of the com- 
mittee, and was asked, this afternoon, by Mr. Wolverton as to the 
disparity in rates between freight and mail. I made a study of that 
last year before the Senate, and I didn’t speak at length on it here 
and I thought it might be useful to the committee if I introduced into 
this record the material that I put in the Senate record, and it is only 
about three or four pages long. 

The second paper is one which indicates the trend of airline costs 
as related to costs for all other forms of merchandise, particularly the 
things that the airlines have to buy. There has been some pretty 
vigorous criticism of the airlines that I represent here, and it seemed 
to me that this series of tables indicates that the airlines have done a 
right good job in maintaining their operation in the face of rising 
costs. 

The third paper is one that was mentioned during my testimony 
relating to the constitutional problems arising out of the cost standard. 
I prepared a brief memorandum on that in response to a suggestion 
of Mr. Hinshaw that it be studied. I have submitted that memo- 
randum to Mr. Leyton, and request that that also be put in the record. 

Mr. Hesevron. May I ask a question on that. I have not had the 
opportunity, Mr. Tipton, to read that memorandum but I noticed a 
great many cases were cited. Does that memorandum in your judg- 
ment establish the-fact that the procedures suggested here ie be 
unconstitutional under cases that have been decided by the Supreme 
Court? Iam referring to H. R. 508, 

Mr. Tipton. In answer to your question, Mr. Heselton, I would like 
to make a very positive statement and say here that it was perfectly 
obvious on the basis of those cases that the cost-plus arrangement is 
bad from a constitutional standpoint. 

Mr. Hesevron. Under the fifth amendment. 

Mr. Trrron. The cases that I have cited, are none of them directly 
on the point, and they don’t permit me to say so, although I would 
like to. I think that they lead me to the conclusion that the cost-plus 
standard in the bill is a very questionable one and if I were advising 
an airline client on the matter I would advise him to take the matter 
to the Supreme Court to get the thing tested. 

I think the question is that serious. But in direct answer to your 
question, I don’t think that the memorandum demonstrates conelu- 
sively that I am right. 

Mr. Hesevton. I appreciate your frankness and I appreciate your 
ability and integrity on it. The thing I have in nial is this, Mr. 
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Chairman, in connection with filing that in the record. We have a 
pretty strong statement from Mr. Wiprud, I thought, that is quite 
impressive in terms of constitutionality, and we are now given an 
equally strong, I assume, and impressive statement, which will raise 
the a of constitutionality. 

I know that we have at our service an independent agency in this 
legislative branch, and that is the Federal Law Section in the Library 
of Con . It seems to me to be of great value to us if both Mr. 
Wiprud’s legal opinion and Mr. Tipton’s legal opinion could be exam- 
ined by them and they can give us whatever we can get. I don’t know 
how they are going to come out but I think they should give us some 
light on this subject. I am sure that you will not take offense at this, 
but when we try to establish something we try to find something that 
will protect our clients’ rights. On the committee we are interested 
in something else. That is what our committee’s position is goin 
to be on the floor if the question of constitutionality is raised as it will 
be by this memorandum. 

Mr. Beckwortnu. Would it be satisfactory for him to include what 
he has in mind and do you have something that you could include 
that would take care of the other side? 

Mr. Hesevron. I have nothing myself, but I am perfectly certain 
if this committee asked the Federal Law Section to take copies of these 
two statements and look into it and give us a reasoned opinion as to 
what the situation is, it might be helpful. 

Mr. Becxwortn. If there is no objection we will permit Mr. Tipton 
to include what he has in mind and then you make that request and 
that too will be included in the record if it can be obtained within a 
reasonable time. 

(The material referred to is as follows:) 

May 2, 1952. 
To: House Committee on Interstate and Foreign Commerce. 


Attention: Honorable John W. Heseiton. 
Subject: Validity of compensatory mail pay formula in H. R. 508, Eighty-second 
Co 


ngress. 

Reference is made to your letter of April 26, 1952, in which you requested our 
opinion on the constitutional questions raised by S. G. Tipton, general counsel 
of the Air Dransport Association of America, with reference to H. R. 508, and 
by the reply thereto of Arne C. Wiprud, Associate Solicitor of the Post Office 
Department. 

The ultimate question in dispute appears to be the validity of the proposed 
amendment to section 406 (a) (2) of the Civil Aeronautics Act of 1938, which 
would limit compensatory rates for air transportation of mail to the cost of 
rendering the service, including a fair return. Subsidiary questions debated in 
the two opinions are (1) does the fixing of rates for compulsory mail carriage 
stand on the same footing as the establishment of public utility rates generally, 
or does it involve the exercise of the power of eminent domain? (2) Is deter- 
mination of the amount of compensation for such service a legislative or a judicial 
function? (3) Are air carriers entitled to just compensation for such service as 
a matter of constitutional right? 

Two recent decisions of the Supreme Court have treated the fixing of rates 
for mail transportation as analagous to other rate-making functions. T. W. A. 
v. Civil Aeronautics Board ( (1949) (336 U.S. 601) ; United States v. Jones ( (1949, 
336 U. S. 641). The principal difference in the two situations is that in one the 
service is rendered directly to members of the public while in the other it is 
provided for the public collectively as represented by the Government. In both, 
the service is required by law and must be rendered at rates determined by the 
Government. With respect to the intimation in United States v. Griffin (19388) 
303 U. S. 226), that the fixing of rates, or at least of inadequate rates, for com- 
pulsory mail service, involves a taking of property under the fifth amendment, 
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it may be noted that language of similar import has been used in public utility 
rate cases. Im United Railways v. West ( (1930) 280 U. S. 234, 249), for example, 
the court declared that— 

“the fundamental principle to be observed is that the property of a public utility, 
although devoted to the public service and impressed with a public interest, is 
still private property ; and neither the corpus of that property nor the use thereof 
constitutionally can be taken for a compulsory price which falls below the 
measure of just compensation. One is confiscation no less than the other.” 

Most of the cases challenging the validity of public utility rate orders have 
arisen under the fourteenth amendment which makes no specific reference to the 
taking of property for public use. Consequently the safeguards upon such 
taking as well as upon regulatory measures have been deprived from the due 
process clause and the courts have not always drawn sharp distinctions between 
the two theories. 

The fixing of public utility rates has been held to be a legislative, not a judicial 
function, Keller v. Potomac Electric Power Co. (1923, 261 U. 8.428). This ruling 
rested upon the fact that a rate order constitutes a rule to govern future trans- 
actions rather than a decision defining and protecting existing rights. The same 
reasoning is applicable to the fixing of compensation for the future transporta- 
tion of mail for the Government and Mr. Justice Rutledge’s opinion in United 
States v. Jones, supra at page 652, indicates that the Court regards the latter as 
a legislative function also. 

But in exercising this function, the legislature is bound by the commands of 
the Fifth Amendment not to deprive the carriers of property without due process 
of law and not to take their property for public use without just compensation. 
An unreasonably low rate would violate the due process clause even if it did not 
constitute a taking of property. And it is for the courts to determine whether 
the compensation allowed falls below that to which the carriers are entitled 
as a matter of constitutional right. Smyth v. Ames (1898, 169 U. S. 466, 526) ; 
West Ohio Gas Co. v. Public Utilities Commission (1935, 294 U. 8. 68, 70). 

The formula prescribed by H. R. 508 is, in substance, that laid down by the 
courts as the test of validity of public utility rates. It is essentially the same 
»>s the measure of compensation claimed by the railroads under the fifth amend- 
ment for compulsory mail service in United States v. Jones, supra. ‘Indeed, the 
term “fair return” may be regarded as a compendious phrase embracing, as a 
minimum, all the elements a court finds requisite to make a rate valid. San 
Diego Land and Town Co. v. Jasper (1903, 189 U. S. 489); Los Angeles Gas and 
Blectric Corp. v. Railroad Commission (1933, 289 U. 8. 287). The hotly contested 
issues in public utility cases usually have turned on questions as to What con- 
stitutes a fair return or what expenses should be allowed as part of the cost of 
providing the service. 

In short, carriers have a constitutional right to receive a just compensation 
for compulsory transportation of mail, whether legislation requiring such service 
at rates fixed by the Gevernment be deemed a taking of property or a regulatory 
measure. The fixing of such rates for the future is a legislative function but the 
courts have the last word in determining whether the compensation allowed is 
valid or confiscatory. Inasmuch as the formula prescribed by H. R. 508 is the 
equivalent of that which the courts have used in determining the validity of 
public utility rate orders under the fifth and fourteenth amendments, it is un- 
assailable on its face. 

Mary Louise RaMsey, 
American Law Section. 


Mr. O’Hara. I saw Mr. Prince shaking his head back there while 
Mr. Tipton was speaking, and I would ask the same privilege. 

Mr. Worverton. I would ask the same privilege for the graduate 
school of Georgetown or Princeton or any other authority whose 
opinion you may consider worthy to consider. 

Mr. Beckwortu. The Chair is ready to rule. We will be glad to 
accept these documents and they may not be a part of the record, 
that is to say printed, but they will be exhibits like Mr. Marvin is 
going to have a good many of. ; 

Mr. Tipton, the reason I suggest that naturally there might be a 
limit on how many pages all of this will amount to. 

Mr. O’Hara. In fairness to Mr. Tipton’s view on the legal point, 
I appreciate that Mr. Wiprud made a very strong statement, as to 
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what he felt the law was, and now that along in the record, and now 
perhaps Mr. Wiprud is completely right, but I do see Mr. Tipton’s 
position in asking that he be permitted to state his position. 

Mr. Beckxworru. In view of the apparent controversy, do you pro- 
pose to object to Mr. Tipton’s request ¢ 

Mr. Hersevron. Not if I can have permission on behalf of the com- 
mittee, and I don’t want to do it individually, to present to the Fed- 
eral section both of these statements and tell them to go ahead and 
give us the best advice they can. 

Mr. Beckworrn. Mr. Tipton, how long is that statement? 

Mr. Tieron. I don’t have the paper with me, and I have circulated it 
up here, and I think it is about 4 or 5 pages. 

Mr. Broxworrn. Without objection the statement of Mr. Tipton 
will be inserted in the record, subject to what Mr. Heselton has 
stated and of course there you run into the indefinite possibility of 
how soon they will do it. We do not know. 

Mr. Hesevron. I certainly will not delay anything. 

Mr. Brecxworrn. Subject to the objection that you have raised, 
and the further possibility that they can get it over here within a 
reasonable time, | do not want to put the committee in a position of 
delaying the printing of the hearings. I do not want to be put in 
the position of waiting a long time to get something in. 

Mr. Hesevron. That is perfectly satisfactory to me. 

Mr. Worverron. We all respect the ability of Mr. Tipton, and also 
of Mr. Wiprud but the committee is in a different position than either 
of those gentlemen. The Bureau to which Mr. Heselton refers is 
disinterested and one in which you can have confidence in their sin- 
cerity and in their integrity, and in their ability. I think it would 
be very helpful. 

Mr. Wo rverron. I think we should have the benefit of their view 
on the opinions that have been expressed to the committee. We also 
have a legal staff that has two lawyers on it, and we will probably 
ask them to make some observation on it. 

Mr. Becxwortru. The request of Mr. Tipton will be honored. 

Mr. O'Hara. With reference to the request of Mr. Heselton, and I 
do it in deference to other members of the committee, he is asked to 
file this opinion from the Federal Law Section of the Legislative Ref- 
erence Library on behalf of the committee. I would prefer, and again 
we are having another group of lawyers say what they think it 1s. 

Mr. Heseivon. You misunderstood me. I said not to be filed, but 
that I be given permission to request them to undertake a study and 
report it back to us. 

Mr. Becxwortu. I do not think that can be interpreted as a position. 

The committee is adjourned subject to the call of the chairman. 

(At the request of the committee, Mr. John M. Redding submitted 
the following history of the air mail service :) 


[From Post Office Department Information Service, Office of the Postmaster General, 
Washington 25, D. C.] 


A Brier History or Ark PosTaL TRANSPORT 


For hundreds of years, communications has been one of the greatest instru- 
mentalities of civilization. Human progress itself can be gaged by the develop- 








478 AIR-MAIL SUBSIDIES 


ment of systems of communications—and in this development the postal service 
has played a leading role. 

The airplane, since the days of its humble beginning back in 1903 at Kitty 
Hawk, N. C., when the Wright brothers flew the first heavier-than-air machine, 
has year after year been integrated into the transportation scheme of the United 
States postal system in ever-increasing measure. 

Today, air mail is commonplace—an essential link in our communications 
and a vital part of our economy. We take it for granted and to make use of it 
we need only to go to the corner mail box. 

And yet this amazing instrument—the transportation of mail by air—was not 
sO Many years past only a dream-——a dream which was frowned upon by many 
as “impractical.” 


EXPERIMENTAL AIR-MAILL FLIGHTS 


On a September morning in 1911, at a flying field outside of Mineola, N. Y., 
this dream was given its lifeblood. It was here that an airplane took off and 
delivered mail to the Mineola Post Office. For a week—a week of suspense and 
of gratification tp those men of vision and courage—mail was successfully 
carried on flights from the field to the post office. 

These mail-carrying demonstrations did not go unheeded—they were not lost 
in the minds of the men of the United States postal service, who had the responsi- 
bility of transporting the mails and who down through the years were quick to 
take advantage of new modes of transportation—men who had vision and who 
7 foresee the immense benefits to be derived from this fledgling of the 
skies. 

The very next year, the Post Office Department, encouraged by the success 
of the demonstration flights at Mineola, urged the Congress to appropriate 
money to launch air-mail service. That this was not done is understandable— 
the postal service was ahead of the times. This did not discourage the Depart- 
ment—it became a challenge. Experiments were carried out in various States, 
without expense, and the knowledge and experience gained from these flights 
proved invaluable—and were a source of inspiration to those who believed in air 
transport. The first rays of hope came in 1916 when Congress made available 
for air-mail service the sum of $50,000 out of the “steamboat or other power- 
boat service” appropriation. The Department quickly advertised for bids for 
mail service on routes in Massachusetts and Alaska. Disappointment followed, 
however, because prospective bidders were unable to obtain suitable planes for 
operating air-mail service. 


INAUGURATION OF AIR-MAIL SERVICE 


The day was to come when the first regular air-mail service would start. In 
1918 Congress appropriated $100,000 for the establishment of an experimental 
air-mail route. Action followed immediately and on May 15, in cooperation 
with the War Department which furnished the planes and the pilots, the mails 
were flown between Washington and New York City, a distance of 218 miles. 
Great interest was aroused and President Woodrow Wilson, sensing the sig- 
nificance and potentialities of this epoch-making event, left the White House 
to witness the departure of the first mail plane from the Nation’s Capital. Air 
mail was on its way. 

The air-mail rate was then 24 cents an ounce, of which 10 cents was for 
special-delivery fee. This was reduced on July 15 to 16 cents, and on December 
15, the rate became 6 cents without special-delivery service. 

On May 15, 1919, service was established between Cleveland, Ohio, and Chi- 
cago, Ill, with a stop at Bryan, Ohio, the first step in what later became the 
first transcontinental route, linking New York and San Francisco. 

On July 1 operations were extended from Cleveland to New York, with a stop 
at Bellefonte, Pa. The service rendered during that period was remarkable, 
considering that there were no radio facilities, no marked airways, or other 
aids to navigation. In the fiscal year 1919, over the 3 routes in operation, 8 
planes flew daily covering 1,906 miles, with a performance record of more than 96 
percent. 

In 1920 service was extended westward from Chicago—tirst to Omaha, Nebr., 
on May 15, and on September 8 from Omaha to San Francisco, Calif. ‘Tfans- 
continental air-mail service became a reality. Even though planes flew only 
during daylight hours, the air mail bettered coast-to-coast train time by 22 
hours. 
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FIRST TRANSCONTINENTAL NIGHT FLIGHT 


There could then be but one answer—flying the mails by night. Plans were 
made and at 4:30 on the morning of February 22, 1921, the first through trans- 
continental mail plane took to the air. But before the flight ended 33 hours and 
21 minutes later at Hazelhurst Field on Long Island, N. Y., there were many 
moments of stark drama. 

It was 7:48 p. m. when Pilot Frank Yager completed his leg of the epoch- 
making flight at the North Platte Airport. Here Jack Knight, youthful veteran 
of the North Platte-Omaha run, was waiting to relay the mail through to Omaha. 
The stage was now set for the world’s first night mail flight, but it was not 
until 10: 44 p. m. that Knight signaled the mechanics to pull the chocks from 
under his ship as a broken tail skid had been discovered, making repairs neces- 
sary before the take-off on this crucial leg of the flight. 

Roaring down the North Platte field, Knight took off into a threatening sky 
and pointed the nose of his ship eastward. Heavy cloudbanks had now ob- 
scured the moon and Knight, having climbed to 2,200 feet, occasionally caught 
glimpses of the winding Platte River through infrequent “holes” in the clouds. 
When Knight reached Omaha at 1:10 a. m., where he was to be relieved, he 
was told that bad weather and snow between there and Chicago meant that the 
flight was off, but the valiant pilot of whom there have been and are today 
so many in the air-mail service, had other ideas. Taking a map in hand, 
Knight was intent on carrying through-on a leg of the flight on which he was 
not familiar. 

Leaving Omaha at 2 a. m., he again headed east and 1% hours later hit Des 
Moines “on the nose” but about this time he ran into a driving snowstorm. 
Dropping down as low as possible, Knight fairly skimmed over the earth, and 
when he finally located Iowa City with only gas enough to last 10 minutes longer 
his troubles were not over, for he couldn't find the airport. The ground crew, 
certain that the bad weather had halted the flight at Omaha, had gone home, 
leaving only the night watchman. Hearing an airplane overhead, the latter ran 
to the center of the field and lit a red flare. Knight spotting the flare through 
the driving snow, landed, refueled with the aid of the watchman, and continued 
on his daring flight. Having left the snowstorm behind, Knight now had a 
Mississippi Valley fog to contend with and after feeling his way through this 
he spotted Chicago in the distance at 8:30 a. m. Landing there 10 minutes 
later, Knight completed the first night mail flight and in so doing had demon- 
strated ‘convincingly that the centuries-old motto of all mail carriers, “Neither 
rain, nor snow, nor heat, nor gloom of night stays these couriers from the swift 
completion of their appointed rounds,” could now be applied to the air-mail 
pilots. 

History had been made—the first night flight had taken place—the hopes, the 
dreams, the disappointments, and the struggles of the past 10 years all resolved 
themselves—air transport had become a part of the life of America. 


EXPANSION OF AIR MAIL 


Congress recognized this by appropriating $1,250,000 for the expansion of air- 
mail service and ground facilities. Further recognition came to the Post Office 
Department in 1922 when it received the Collier trophy for the most important 
contribution to the development of aeronautics through its safety record, and 
again in 1923 for demonstrating the feasibility of night flying. 

By July of 1924 regular 24-hour transcontinental air mail was in operation. 
In those days it cost 24 cents to send a letter across the country. 

It had long been the policy of the postal service to let private carriers trans- 
port the mails. Thus, in 1926, it was decided that the time had arrived to relin- 
quish its own operations and turn them over to airlines. By August 31, 1927, 
all air mail was carried under contract, and during this year air-mail rates were 
reduced to 10 cents a half-ounce. To further encourage the use of air mail over 
the constantly growing network of airlines, air-mail rates were reduced on 
August 1, 1928, to 5 cents for the first ounce and 10 cents for each additional 
ounce. 

A uniform rate of 8 cents an ounce for domestic air mail was established on 
July 6, 1932. This was reduced to 6 cents an ounce on July 1, 1934. An 8-cent- 
an-ounce wartime rate was put into effect on March 26, 1944. On October 1, 
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1946, the domestic air-mail rate was reduced te 5 cents an ounce and extended 
to include air mail between the United States and all Territories and possessions, 
or wherever the United States postal service is operated. On January T, 1949, 
the domestic air-mail rate became 6 cents an ounce, up to and ineluding 8 ounces. 
Air mail weighing over 8 ounces is now known as air parcel pest. (See Foreign 
and Domestic Air Parcel Post in this pamphlet.) 


FOREIGN AIR-MAIL DEVELOPMENT 


Shortly after the completion of the coast-to-coast air route the postal service 
let its first contract for the carriage of mails to a foreign country. The route 
ran between Seattle, Wash., and Victoria, British Columbia, a distance of 74 
miles, and Edward Hubbard, the contractor, who was paid $200 a round trip, 
began service on October 15, 1920. The purpose was to fly mail which had a¢cu- 
mulated in Seattle after the departure of steamships for the Orient and to place 
it on board when the vessel reached Victoria. Likewise, mail on board steam- 
ships bound for this country was taken off at Victoria and flown to Seattle. This 
service was. maintained until June 30, 1937. In 1920 and 1921 contracts were 
let to fly foreign mails between Key West and Habana, Cuba. This service was 
discontinued in March 1923. 

On, October 19, 1927, regular air-mail service to Cuba was again established and 
this marks the beginning of the foreign air-mail service as we know it today. 
In the years to follow air-mail service was extended to all of North and South 
America. 

In 1935 another milestone in overseas air transport was marked with the inau- 
guration of trans-Pacific air-mail service, fying from San Francisco by way. of 
Hawaii, Midway, Wake, and Guam to the Philippine Islands. This route was 
extended to Hong Kong on April 21, 1937, and. to Singapore on May 3, 1941. 

Trans-Atlantic air-mail service was inaugurated on May 20, 1939, from New 
York City via Bermuda and Portugal to Marseilles, France. Another route 
between New York City and Great Britain by way of Canada and Newfoundland 
began operation on June 24 of that year. Air service to New Zealand was opened 
in 1940, and on December 6, 1941, direct air service to Africa was made possible 
by the establishment of a route from Miami, Fla., to the Belgian Congo. 

Further expansion of foreign air-mail routes was halted during the war, but 
since 1945 there has been a tremendous increase in foreign air transport. Direct 
ail-mail service to every continent is now afforded by United States carriers. 

To increase the use of air mail overseas, postage rates to foreign countries were 
reduced on November 1, 1946. With the exception of Mexico and Canada, where 
a 6-cent-an-ounce rate is in effect, and Cuba, where the rate is 8 cents a half- 
ounce, air mail may be sent to all other countries in the Western Hemisphere for 
10 cents a half-ounce; to Europe and countries. surrounding the Mediterranean 
the rate is 15 cents a half-ounce; and to all other countries a rate of 25 cents a 
half-ounce is in effect. 

On April 29, 1947, the “10-cent air-letter sheet,” mailable to any country in 
the world, was made available to postal patrons. by the Post Office Department 
as a convenient economical means of sending communications to foreign lands. 


HELICOPTER AIR-MAIL. SERVICE 


Large metropolitan areas present a problem in dispatching mail to and from 
the airport. In numerous instances the time saved in sending mail long distances 
by air is lost by the time consumed in surface transportation. It. was thought 
that the helicopter—because of its ability to hover or land in a. small area, on 
the ground or rooftop—might prove the solution to the problem. Exhaustive tests 
of the carriage of mail by helicopter were conducted in the Los Angeles, Calif., 
area in July 1946. Further tests were made at Chicago, I1)., in October 1946 and 
at New York City in February 1947. 

As a. result. of. these tests, the world’s. first experimental helicopter air-mail 
service was inaugurated in the Los Angeles area on October 1, 1947, over a route 
linking communities to the north direct with the airport. Shuttle service between 
the airport and the Los Angeles terminal annex post office was instituted. the 
same day. The route has been expanded so that today it serves approximately 
50 cities and towns in the Los Angeles metropolitan area. : 
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FOREIGN AND DOMESTIC AIR PARCEL POST 


International air parcel-post service was inaugurated on Mareh 15, 1948, be- 
tween the United States and 21 countries in Europe and the North Atlantic. 
Service to South America was instituted on September 4, 1948, and to the Pacific 
area on September 11, 1948. Air parcel-post service is now available to more 
than 60 countries all over the world. 

Domestic air parcel-post service in the United States and its Territories and 
possessions was begun on September 1, 1948. Air parcel post ineludes all mail 
carried by air weighing more than 8 ounces and not more than 70 pounds. Zone 
rates vary from 55 to SO cents for the first pound, and from 4 to 65 cents for addi- 
tional pounds, according to the distance flown. 


AIR MAIL TODAY 


Today there are 58 air-mail routes in the United States over which planes 
carrying mail travel approximately a million miles each day. 

Hundreds of planes, operated by United States carriers over the 120,000 miles of 
foreign routes, leave our shores on frequent schedules, carrying air mail to every 
corner of the globe, transporting in a matter of hours mail that less than 15 years 
ago took weeks to deliver. In fact, it is possible to circle the world on flagships 
of the air operated by American companies. Today a letter can be mailed in 
New York City and reach London in a matter of 19 hours; China is but 65 hours 
from the United States; Africa is 44 hours. No spot on the globe is inaccessible 
to the winged mail messenger that travels over the highways of the air. 

Looking back on the tremendous strides that have been made since 1918, the 
postal service is proud of the part that it has played in fostering and developing 
air transport. The Post Office Department looks forward with confidence to the 
future of air mail—not only as a means of transporting mail quickly and efti- 
ciently, but as a bond of communication between the peoples of the world, an 
outlet for the dissemination of news and culture and interchange of thought, and 
a vital and real force for peace and understanding among all nations. 


(Whereupon, at 4:15 p. m. the committee was recessed subject to 
the call of the chairman.) 
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